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RELEVANT DOCKET ENTRIES 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 
CIVIL ACTION NO. 76 Civ. 2744 (MEF) 


Date Proceedings 


6-22-76 Fld complt & Iss Summs --- Notice Patent 
Comm. 


6-23-76 Fld Pitffs' OSC for an order that pltffs 
should deposit in escrow the royalties 
under license agreements between pltffs and 
oeoeeeseeKnapp, J. If deft has an object to 
the ret date specified herein, it shall make 
application on notice to Judge Frankel's 
chambers by 5PM on 6-23-76. - Knapp, J. 


Fld pltffs' Memo of Law in support of - 
proposed order to deposit Royalties in 
Escrow. 


Fld Memorandum for Counsel Accordingly, I 
shall continue to handle it. I have today 
signed the order submitted by pltffs after 
deleting some portions of the final sen- 
tence....Frankel, J. mn 


Fld Order that the hearing date of OSC is 
adj to 8=-1-76 at 10:30AM. Until dec on 
OSC pltffs may w/h their royalty payments 
due on 6-30-76 etc....Frankel, J. mn 


Filed defts notice of arplication & affdvt 
to adj. the 6-25-76 return date re show 
cause order to 7-12-76 


Filed deft's affdvt in support of motion 
Soe the complt pursuant to Rule 
12(b). 


Filed defts notice of motion to dismiss 
the complt. Ret. 8-11-76 


7-29-76 Filed defts memo in support of R le %2(b) 
motion to dismiss the complt 
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RELEVANT DOCKET ENTRIES 


Proceedings 


Filed pltffs reply memo in support of 
their proposed order to deposit royalties 
in escrow pendente iite. 


8-10-76 Filed pltffs memo in opposition to defts 
motion to dismiss under Rule 12(b). 


8-11-76 Filed Memo End on bk of motion fld 7-28-76 
«+eMotion granted. Settle Order..Frankel, 


8-11-76 Fld Memo End of bk of motion filed 6-23-76 
eeeeMotion denied...Settle order Frankel, J. 


8-13-76 Filed Order & Judgment that defts motion 
to dismiss the complt is granted. Pltffs 
application for an order authorizing the 
deposit of royalties in escrow, pendente 
lite is denied. Pltffs shall pay to defts 
within 15 days after the entry of this 
Order, the royalties which were due 6-30-76, 
plus 6% interest for the period withheld, 
etc. Frankel, J. Judgment Ent. 8-13-76, 
Clerk. n/m 


8-25-76 Filed pltff & pltff, intervenor's memo in 
support of approval of Supersedeas Bonds. 


8-27-76 Filed deft's memo in opposition to pltffs 
application for a stay conditioned upon 
supersedeas bonds. 


8-30-76 Filed Memo-End. on show cause order dtd 
8-25~76. Motion granted. So Ordered, 
Frankel, J. n/m 


8-30-76 Filed pltffs notice of filing of Super- 
sedeas Bonds for Warner-Jenkinson Co. & 
H. Kohnstamm & Co. Ine. 


8-27-76 Filed by pltff & pltff-Intervenor's notice 
of appeal to the USCA from the Order & 
Judgment ent. 8-13-76, granting deft's 
motion to dismiss the complt, denying 
pltffs' application for an ordr authori- 
zing the deposit of royalties in escrow, 


iv 


RELEVANT DOCKET ENTRIES 
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Proceedings 


pendente lite, & requiring payment of 

the royalties which were due on 6-30-76 
plus 6% interest for the period withheld. 
Copy sent to: William J. Gilbreth, 
William K. Kerr, = Fish & Neave, 277 Park 
Ave., New York, N.Y. 10017. 


Filed transcript of record of proceedings 
dated: August 27-76. 


Filed stip. re corrections to transcript. 


OTHER PARTS OF THE RECORD 
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7-6-76 Summons and Marshall's Return on Allied 
Chemical 


7-14-76 Stipulaticn and Order Extending Defen- 
dant's Time to Answer 


8-11-76 Memorandum to Docket Clerk re August 11, 
1976 Hearing 
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Approved 
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617 and 3,640,733 exe invalid, 4x not 
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WARNER-JENKINSON COMPANY “76 iV rg ZA 
2526 Baldwin Street % er te 
St. Louis, Missouri 63106, : 
@ Missouri corporation, 

5 Plaintiff, 


Ve 


ALLIED CHEMICAL CORPORATION 
Columbia Road and Park Avenue 
Morristown, New Jersey 07460, 
a New York corporation, 


Defendant. 3 
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q Civil Action 
| and No. 


' H. KOHNSTAMM & COMPANY, INC. 
161 Avenue of <he Americes 

i. New York, New York 10013, 

i a New Yorn corporatior, 


Plaintiff, 


= 


Ve 


" ALLIED CHEMICAL CORPORATION 
‘Columbia Road and Park Avenue 
. Morristown, New Jersey 07460, 
j@ New York corporation, 


Defendant. 


COMPLAINT 


Plaintiffs, Warner-Jenkinson Company and H. Kohnstanm 


.& Company, Inc.., as and for their cause of action against éefentant, 


; Allied Chemics1 Corporation, allege by their attorneys that: 
‘ : 
! ! 

| THE PARTIES i 

1. Plaintiff, Warner-Jenkinson Company, (hereinafter 


| *Warner-Jenkinson"), is a Missouri! corporaticn having its 


/ 


~~ 


| Principal place of businese at 2526 Baldwin Street, St. Louis, 
Missouri. 


2. Plaintiff, H. Kohnstamm & Company, Inc., (herein- 
‘after "Kohnstamm"), is a New York corporation having a place of 
,business and doing business at 161 Avenue of the Americas, New 


"York, New York. 


i : 
i 3. Defendant, Allied Chemical Corporation, (herein- 
after "Allied"), is a New York corporation having an office at 


1411 Broadway, New York, New York and its principal place of 


{business at Columbia Road and Park Avenue, Morristown, New Jersey. 
j 


JURISDICTION AND VENUE 


a. This action is brought under the Patent Laws of 
the United States, Title 35, U.S.C., for a declaration that United 
siiates Patents Nos. 3,519,617 end 3,640,733 are invalid, not in- 
ee and unenforceable, and for the award of attorney's fees. 


jPlaintiffs also seek a declaration that as a consequence of the 


EL EEE S.A 


under which plairtiffs have paid substantial royalties to Allied, ; 


lare void. However, during the pendency of this action and sub- 


= of the patents, license agreements for said patents, 


ject to ‘the approval of the Court, plaintiffs will continue to 


a: TE «me 


deliver royalties in escrow. Plaintiffs also seek such other and 


further relief as is set forth in the Complaint. 


5. The matters in controversy relate to United States 
\Patents Nos. 3,519,617 and 3,640,733, and exceed the sum or 
value of Ten Thcusand Dollars ($10,000.00) exclusive of interest 
yand costs. This Court has jurisdiction pursuant to 28 U.S.C. 
$1331, 1332 and 1338; 28 U.S.C. §$2201 and 2202; and the 


pendent and ancillary jurisdiction of che Court. Venue is proper 
pursuant to 26 U.S.C. $1391. 


6. Kohnstame has an interest affected by the adjudi- 
cation of issues involving common questions of law and fact as 
to it and Warner-Jenkinson in this action against Allied. Kohn- 
stampa alternatively moves, and does hereby move, to intervene as 
a plaintiff in the action Warner-Jenkinson Company v. Allied 
' Chemical Corporation and does hereby adopt as its motion to inter- 


vene and its Complaint against Allied that set forth herein. 


’ THE CONTROVERSY 


7. Warner-Jenkinson, Kohnstamm and Allied are engaged . 
in the manufacture, sale and distribution in the United States of | 
color additives for foods, drugs and cosmetics which are certifie 
for such use by the Food and Drug Administration pursuant to the 
Federal Food, Drug and Cosmetic Act. In particular, each party 
herein manufactures and sells the certified color additive known 
as F.D. & C. Red No. 40; and Warner-Jenkinson has sold such color: 


additive to Kohnstama. 


8. F.D. & C. Red No. 40 is a synthetic organic dye 
having 2 particular molecular structure and chemical purity as 
defined and required by law through published regulations of the 
Food and Drug Administration. It is one of nine synthetic organic 


dyes permitted to be used to color foods in the United States. H 


9. The nine certified color additives are sold alone 


as "primary" colors, or mixed with other color additives or ine 
gredients to produce "blends", or precipitated on inert sateriais ' 
to produce "lakes". Each certified color additive differs in 


-3- 


«stan = colts + Rab ane thtemn tit, a wnentsie de Vhatheas soe 


a 


Oo 
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i 
. Color, shade, ‘ntended use, and commercial significance to the 


! pustness of plaintiffs. 
i 
' 10. F.D. & C. Red No. 80 48 the sole red color addé- 

i 
tive commercially practicable for general use in the United States. 
F.D. & C. Red No. 40 48 expected to be the food, drug and cosmetic 
color additive most widely sold én the United States and the most ' 


widely sold of all color additives manufactured and sold by plain- 
| tiffs. 


11, F.D. & C. Red No. 40 has no intrinsic desirability 
|| oF characteristic which does not occur ‘{n other dyes having the 
same or similar chemical formulae. The value of F.D. & C. Red No. 
; 40 to the business of plaintiffs results from regulat‘ons by the 
| Foos and Drug RGRSSTE LT ALL OS prohibiting the use of a color addi- | 


tive for foods, drugs and cosmetics formerly ‘aentified as F.D. 


| 
| 
| 
1 
| 


& C. Red No. 2. The color additive F.D. & C. Red No. Zz has hiés- 
| torically been the largest selling and most wi dely used color 
| adasesve in the United States. The prohibition against use of 


pe & C. Red No. 2 leaves F.D. & C. Red No. 40 as the only com- 


use in foods, drugs and cosmetics and for which there are no rea- 


sonably interchangeable substitutes at the present time. 


mercially practicable red color additive available for general 

12, Allied {s the owner of United States Patent No. | 

} 3,519,617 for "Red Phenyl-Azo-Naphthol Dyestuffs for Edible Com- ! 

positions" which issued to Allied on July 7, 1970 as assignee of | 

Gustav E. Kkist and Russell I. Steiner, and of United States Patent: 
No. 3,640,733 for "Edible Substrates Color’a with Monoazo Dye- 

| setre which issued to Allied on February @, 1972 as assignee of . 


the said Rast and Steiner. Allied has in the past, {s presently 


| 
| 
ole f _| 


ee ee +o ee ee 


Claiming, and is expected to continue to claim and allege that,un- 
_ less licensed by Allied, the manufacture, uSe or sale of F.D.& C. 
Red No. 40 and the use of F.D. & C. Rec No. 40 to color edible 


substrates infringes said patents. 


“13. The parties herein were previously involved in 


patent litigation involving United States Patents Nos. 3,519,617 


, and 3,640,733, to wit, civil action H, Kohnstamm & Company, Inc. 
ve Allied Chemical Corporation, Warner-Jenkinson Company v. Allied 
| Chemical Corporation, 72 Civ. 301 (WCC) Consolidated, Southern 

' District of New York. After the commencement of trial of said 
action in March, 1975, the parties settled and the Court dismissed 
S action without prejudice as to the issues of validity, enforce- 


At that time each plaintiff entered in-. 


14. Notwithstanding che dismissal without prejudice of | 
said action, plaintiffs still maintain that United States Patents — 
; Nos. 3,519,617 end 3,640,733 are invalid, unenforceable and not 


jaeretees and that said royalties are not properly payable to 


- 


ios under licenses to said patents. 


15. From the date of such license agreements, plaintiffs 

i! have made substantial royalty payments to Allied under said agree-— 

ments and have otherwise fully complied with and performed every 
[a teers thereunder. During the pendency of this action plain- 


i 
$ 
i 
| tiffs will continue to perform under the agreements, and royalties, 
, that may be due will be delivered in escrow, subject to this | 


i Court's approval. A copy of the escrow agreements are appended 


i 


i hereto. Plaintiffs move this Court to approve the aforesaid es- 


; 


i. 


=5= 


t 
ae arrangements for the pendency of this abi ica my 


a 
a 


i 16. The terms of the settlements and licenses reflected : 
® limited importance of F.D. & C. Red No. 40 in 1975 to the poi 
\aieeh of plaintiffs. At that time F.D. & C. Red No. 40 was a 
‘specialty color of limited sales potential and application in 

view of the then continued listing of F. D. & C. Rez No. 2 which 
was the most widely used red color additive for general use. Re- 
flecting these commercial circumstances, the licenses carried a 


royalty rate of 17-1/2% of the net sales price of F.D. & C. Red 


No. 40 received by plaintiffs for licensed products sold. 
rf 
| 17. Since that time the Food and Drug Administration 


as banned F. D. & C. Red No. 2, and F. D. & C. Red No. 40 has 
ecome and is expected to remain the sole commercially practi- 
jeable red color additive suitable for general use in foods, drugs 
‘and cosmetics in the United States and for which no reasonably 
interchangeable and federally approved substitute yet exists. 
ine 17-1/2% royalty rate has therefore become economically op- 
pressive, unreasonable and excessively high, arbitrary and unjus- 
Lafsabie, and constitutes a restraint of the trade and commerce 
in color additives and-its collection as against plaintiffs con- 
stitutes a misuse of patent rights and unfair competition for the 
reasons, among others, separately and cumulatively that: 
a.) The consuming public, and the plaintiffs, by 
actions beyond their control, having been deprived 


of the use of any competitive sudstitutes for F.D. & C. 


' 
‘ 


Réd No. 40 by the Food and Drug Administration, have 


- tee me bat ee 


no other choice, if they are to remain in business 
and continue to use red color additives, but to use 


F.D. & fed No. 40, subject to Allied's invalid patents. 


7 | 


b.) The proportional ratio of royalty to produc- 


4 


ee ak - bebsts atieswab — 
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tion cost results in an arbitrarily, unnecessarily 
and unreasonably high sales price for F.D. & C. 
Red No. 40; and increases the gales prices of 
blends and lakes in which other unpatente color 
additives and ingredients are used in combination 
with F.D. & C. Red No. 40, and of the edible sub- 


strates in which such are used. 


e-) Plaintiffs will continus to be oppressed by 
royalty payments made for “ne use of inv: lid, none 
infringed and unenforceable patents under license 
agreements with Allied, which payments are not 
justified by any intrinsic value of the alleged 
patented inventions, but result as a consequence 


of other governmental regulations. 


18. United States Patents Nos. 3,519,617 and 3,640,733 2 
i are invalid and unenforceable, and plaintiffs' manufacture, use 

or sale of, and its customers' use of F.D. & C. Red No. 40 does 

no% infringe said patents because said patents fail to satisfy 

the criteria of Title 35 U.S.C. and because Allied has failed 


| and continues to fail to follow the requisite standards of equity 


| 
|| regarding the obtaining, use sd maintenance of patent monopolies. 


In particular: 


a.) Each patent fails to satisfy the criteria 

for patent validity embodied in 35 U.S.C. §§102 
-and 103 because German Patent 12,451 describes 

the subject matter claimed in Patent Nos. 3,519,617 
and 3,640,733. 


whiaabbs — 


: ye Wie 
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me 
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b.s The claims of each patent define subject 
Jo 


fie 


matter which would have been obvious under 35 
U.S.C. §103 in view of prior art which plaintiffs 
will -rovide before trial in accordance with 35 


U.S.C. §282. 


.¢-) Each patent fails te satisfy the criteria 


for patent validity set forth in 35 U.S.C. §112 


concerning patent specifications and claims. 


d.) Each patent is unenforceable because of 
Allied's conduct before the United States 
Patent Office during prosecution of the 
applications for the patents in suit; and in 


particular because of: 


i.) Allied's failure to disclose its knowl- 
edge of German Patent 12,451 to the Patent 
Off‘ce; and 


414i.) Allied's misleading representations 
_ and omissions to the Patent Office as to 

its claims made respecting the character- 

istics of the compositions claimed by the 


patents. 


e.). No activity of plaintiffs with respect to 
their manufacture, use or sale or their customers! 
use of F.D. & C. Red No. 40 or their customers’ 
sale of edible substrates colored with F.D. & C. 
Red No. 40 infringes said patents. 


f.) Each patent is misused. 


19. Controversy exists between the parties in which 
,, Plaintiffs seek a declaration of their rights respecting defen- 
‘dant's said patents. Plaintiffs have been, sre and will continue 
to be damaged in their business and property, and the public 
deprived of full and fair competition, unless United States Pa- 
tents Nos. 3,519,617 and 3,640,733 are declared invalid, unen- 
forceable, and not infringed by the manufacture, use or sale of 
' FD. & C. Red No. 40 by plaintiffs or its customers, and the ef- 
fects of the unreasonable, arbitrary, and high royalty for such 
invalid, unenforceable and non-infringed patents and defendant's 


' misuse of said patents are dissipated by this Court's decree. 


PRAYER FOR RELIEF 
WHEREFORE, plaintiffs pray relief from this Court: 


| A. For a declaratory judgment that United States 
Patents Nos. 3,519,617 and 3,640,733 are invalid, unenforceable 
and not infringed by plaintiffs or their customers. 


of the invalidity of the patents, the license agreements between 


| : B. For a declaratory judgment that as a consequence 
| 


peeeneesere and defendant are null, void, unenforceable and without. | 


|; Legal effect. 


- 


C. For judgment directing, compelling and enforcing 
|, Pestitution by defendant to plaintiffs of all royalties paid by 
: = i 
i plaintiffs to defendant pursuant to their aforesaid license agree- 


| ments. 


| D. For judgment that defendent is not entitled to 


asia any amount cf royalties paid in escrow during this civil 


| 
; action and directing that all of the sums delivered in escrow be 


cate 


paid over to plaintiffs upon the conclusion of this action. 

E. That defendant be temporarily and permanently en- 
joined from instituting any action against plaintiffs for royal- 
ties under their license agreements which are delivered in escrow 
or from instituting any infringement action against plaintiffs or 
their customers arising out of their manufacture, use or sale of 
F. D. & C. Red No. 40 for which the royalty is delivered in es- 
crow herein. 

F. For such damages suffered by plaintiffs as a 
result of defendant's unfair competition, and for such other 
further relief to dissipate the effects of such unfair competi- 

_ tion 
G. For costs of this action and attorneys' fees. 


a. For such other relief as the Court deens just and 


{; warranted by the circumstances. 


KENYON & KENYON REILLY CARR & CHAPIN 


oe EN CO RS RS RE ee 


- Dated: June2™, 1976 
At: New York, New York 


Edwin Baranowski 

59 Maiden Lane 

New York, New York 10036 
Telephone No. (212) 4&25-7200 
Attorneys for Plaintiffs, 
Warner-Jenkinson Company, and 
H. Kohnstamm & Company, Inc. 


‘ OF COUNSEL: 


, Donald G. Leavitt, Esq. 
' Koenig, Senniger, Powers & Leavitt 
: 611 Olive Street 
St. Louis, Missouri 63101 
' Counsel for Warner-Jenkinson Company 


Patrick J. Joyce, Esq. 
1270 Avenue of the Americas 
; Suite 2102 
New York, New York 10020 
(212) 247-5810 
Counsel for H. Kohnstamm & Company, Inc. 
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Eser re 


June22, 1976 


Bankers Trust Company 
Custodian Division 

6th Floor 

16 Wall Street 

New York, New York 10005 


Attention: Mr. Everett Souther 


Gentlemen: 


In accordance with the pre ‘sions of this Agreement, 
Warner-Jenkinson Company, 2526 Baldw.a Street, St. Louis, Mis- 
souri, 63106 (herein called "the Depositor") will deliver to 
you quarterly and within thirty days cf the last day of each 
of the months of May, August, November and February, beginning 
with May, 1976, and continuing thereafter until delivery is 
ordered as is set forth below, certain sums of money, herein 
called "the Fund", which are royalties under a License Agree- 
ment dated as of March 1, 1975 between the Depositor and Allied 
Chemical Corporation, Specialty Chemicals Division, P. 0. Box 
1057R, Morristown, New Jersey, 07960 (herein called "the Second 
Party"). You agree to hold the Fund, as Escrow Agent, IN ES- 
CROW upon the following terms: 


+. The Fund or any porticn or pro-rata share <hereof, 
as may be determined by the non-appealable orser (as confirmed 
by certificate of the clerk of the court issuing such order) of 
a court of competent jurisdiction, shall be delivered to the 
Second Party or to the Depositor, as any such court shall direct 
in connection with the litigation, Warner-Jenkinson Company v. 


Allied Chemical Corporation. 


2. Moneys held in the Fund shall be conserved by 
you and invested in United States government securities with 
90 day maturities. 


You shall acknowledge in writing to the Depositor and 
the Seccnd Party each deposit made by Depositor to the Fund and 
shall periodically provide to Depositor and the Second Party a 
report of cumulative deposits made and interest earued thereon. 


3. All interest and other earnings and profits of 
the Fund shall constitute part of the Fund. 


—aci4 


4, The Depositor agrses with you as foliows: 


a) You shail not be bound {n any way 
by any agreement or ccnircct between the 
Depositor and the Seccod Party (whetner or 
not you have knowledge thereof), and your 
only duties and responsibilities shall be 
to hold the Fund and to invest and dispose 
of it in accordance with terms of this 
Agreement. 


b) As Escrow Agent hereunder, you 
shall have no duties or responsibilities 
except those expressly set forth herein. 

You may consult with counsel and shall be 
fully pivutected with respect to any action 
taken or omitted by you in good faith on 
advice of counsel and you shall have no lia- 
bility hereunder except for your negligence. 
You shall have no responsibility as to the 
validity or value of the Escrow Property and 
you may rely on any certificate, statement, 
req:'est, consent, agreement or other instru- 
ment which you believe to be genuire and to 
have been signed or presented by 4 proper per- 
son or persons. 


ec) This Agreemert may not te sitered or 
amended except as specified in a ce-tified 
Order of the United States Dist. i«*. Court 
for the Southern District of New ‘ork and 
upon your prior written cousert Shou’ ain 
at.cmpt be made to change this Agreem =: in 
a manner which, in your sole discreti:-n, you 
deem undesirable, you may resign as cserow 
Agent by notifying the Depositor, Sec~. Party 
end Court in writing and, until a suc. ‘30r 
Escrow agent shall be ar-c‘rted an? shal ac- 
cept such appointment, )..r only duty shall 
be to hold, invest and dispose of the Fund 
in accordance with the original provisions 
containec in this Agreer st. 


gd) All notices required to be given 
hereunder shall be in writing and shal) be 
effective when delivered by messenger, or 
by certified registered mail, cable or telex, 
to the respective party at its address speci- 
fied below, namely: 


we 


VWarner-Jenkinson Company 
2526 Baldwin Street 

St. Louis, Missouri 63106 
Attention: Comptroller 


Allied Chemical Corporation 

Specialty Chemicals Division 
P. O. Box 1057R 

Morristown, New Jersey 07960 
Attention: Comptroller 


United States District Court 
for the Southern District of 
New York 

United States Courthouse 
—« Square 

New York, New York 


Attention: Honorable 
Re: 76 Civ. 


or such other address as the Depositor or 
such other parties may have furnished to 

you and to the other parties in writing. 

Any notice to you shall be effective when 
received at your address above. 


e) Your fees as Escrow Agent shall 
be $300 per year. - 

f) The undersigned shall reimburse 
you for all expens::s (including New York 
and Federal taxes and other governmental 
charges) incurred by you in connection with 
your duties hereunder and shall indemnif 
you and save you harmless against any at 
a liabilities, costs, and expenses, in- 
cluding counsel fees, for anything done or 
omitted by you in the performance of this 
Agreement, except as a result of your own 
negligence or bad faith. 


5. This Agreement shall be construed in accordance 
with and governed by the law of the State of New York and shall 
be binding upon you and the Depositor aii your and its respec- 
tive successors and assigns; provided that any assignment or 


nZo 


transfer by the Depositor or Second Party of its rights under 
this Agreement or with respect to the Fund shall be void as 
against you unless (i) written notice thereof shall be given 
to you, (££) the assignee or transferee shall agree in writing 
to be bound dy the provisions of the Agreement, and (1:1) you 
and _— other Party shall have consented to such assignment or 
transfer. 


If the foregoing Agreement ‘{s satisfactory to you, 
Please so indicate by signing at the place provided below. 


Agreed to by WARNER-JENKINSON COMPANY 


. Agreed to 


Junecs , 1976 


Bankers Trust Company 
Custodian Division 

6th Floor 

16 Wall Street 

New York, New York 10005 


Attention: Mr. Everett Souther 


Gentlemen: 


In accordance with the provisions of this Agreement, 
H. Kohnstamm & Company, Inc., 161 Avenue of the Americas, New 
York, New York 10013 (herein called "the Depositor") will de- 
liver to you quarterly and within thirty days of the last day 
of each of the months of May, ‘ugust, November and February, 
beginning with May, 1976, and continuing thereafter until de- 
livery is ordered as is set forth below, certain sums of money, 
herein called “the Fund", which are royalties under a License 
Agreement dated as of March 1, 1975 between the Depositor and 
Allied Chemical Corporation, Specialty Chemicals Division, P.O. 
Box 1057R, Morristown, New Jersey, 07960 (herein called "the 
Second Party"). You agree to hold the Fund, as Escrow Agent, 
IN ESCROW upon the following terms: 


1. The Fund or any portion or pro-rata share thereof, 
as may be determined by the non-appealable order (as confirmed 
by certificate of the clerk of the court issuing such order) of 
a court of competent jurisdiction, shall be delivered to the 
Second Party or to the Depositor, as any such court shall direct 
in connection with the litigation, H. Kohnstamm & Company, Inc. 
v. Allied Chemical Corporation. 


s 2. Moneys held in the Fund shall be conserved by 
you and invested in United States government securities with 
90 day maturities. 


You shall acknowledge in writing to the Depositor and 
the Second Party each deposit made by Depositor to the Fund and 
shall periodically provide to Depositor and the Second Party a 
report of cumulative deposits made and interest earned thereon. 


3. All interest and other earnings and profits of 
the Fund shall constitute part of the Fund. 


4. The Depositor agrees with you as follows: 


a) You shall not be bound in any way 
by any agreement or contract between the 
Depositor and the Second Party (whether or 
not you have knowledge thereof), and your 
only duties and responsibilities shall be 
to hold the Fund and to invest and dispose 
of it in accordance with terms of this 
Agreement. 


b) As Escrow Agent hereunder, you 
shall have no duties or responsibilities 
except those expressly set forth herein. 

You may consult with counsel and shall be 
fully protected with respect to any action 
taken or omitted by you in good faith con 
advice of counsel and you shall have no lia- 
bility hereunder except for your negligence. 
You shall have no responsibility as to the 
validity or value of the Escrow Property and 
you may rely on any certificate, statement, 
request, consent, agreement or other instru- 
ment which you believe to be genuine and to 
have been signed or. presented by a proper per- 
son or persons. 


c) This Agreement may not be altered or 
amended except as specified in a certified 
Order of the United States District Court 
for the Southern District ef "sw York and 
upon your prior written consent. Should an 
attempt be made to change this “Agreement in 
a manner which, in your sole discretion, you 
deen undesirable, you may resign as Escrow 
Agent by notifying the Depositor, Second Party 
and Court in writing and, until a successor 
Escrow Agent shall. be appointed and shall ac- 
cept such appointment, your only duty shall 
-be to hold, invest and dispose of the Fund 
in accordance with the original provisions 
contained in this Agreement. 


d) All notices required to be given 
hereunder shall be in writing and shall be 
effective when delivered by messenger, or 
by certified registered mail, cable or telex, 
to the respective party at its address speci- 
fied below, namely: 


H. Kohnstama & Company, Inc. 
161 Avenue of the Americas 
New York, New York 10013 
Attention: Comptroller 


Allied Chemical Corporation 
Specialty Chemicals Division 
P. O. Box 1057R 

Morristown, New Jersey 07960 
Attention: Comptroller 


United States District Court 

for the Southern District of 

New York 

United States Courthouse 

Foley Square 

New York, New York 

Attention: Honorable 

Re: 76 Civ. 
or such other address as the Depositor or 
such other parties may have furaished to 
you and to the other parties in writing. 
Any notice to you shall be effective when 
received at your address above. 


e) Your fees as Escrow Agent shall 
be $300 per year. 


f) The undersigned shall reimburse 
you for all expenses (including New York 
and Federal taxes and other governmental 
charges) incurred by you in conrsction with 
your duties hereunder and shall indemnif 
yee and save you harmless against any ant 
a liabilities, costs, and expenses, in- 
Cluding counsel fees, for anything done or 
omitted by you in the performance of this 
Agreement, except as a result of your own 
negligence or bad faith. 


5. This Agreement shall be construed in accordance 
with and governed by the law of the State,of New York and shall 
be binding upon you and the Depositor and your and its respec- 
tive successors and assigns; provided that any assignment or 


Bao 


transfer by the Depositor or Second Party of its rights under 
this Agreement or with respect to the Fund shall be void as 
against you unless (i) written notice thereof shall be given 
to you, (ii) the assignee or transferee shall agree in writing 
to be bound by the provisions of the Agreement, and (iii) you 
and oa other Party shall have consented to such assignment or 
transfer. 


If the foregoing Agreement is satisfactory to you, 
please so indicate by signing at the place provided below. 


Agreed to by H. KOHNSTAMM & COMPANY, INC. 


“oNTpro STLITS DISTRICT COURY . 
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PLAINTIFFS’ MEMORAMDUH IN SUPPORT OF THEIR 
FROFOEID CIDER :'O DIPOSIT ROYALTIES IN CSCROW 


Mated: June 23, 1976 KENYON & KENYON REILLY CARR & CHAPIN 
Acs) New Yerk, New York Francis T. Carr 
Paul Lempel 
Rawin Baranowski 
59 Maiden Lane 
New York, Naw York 19038 
Telephone “No. 212-425-7260 
attorneys for Plaintiff 
Warner--Jen:inson Company, and 
H. Xohnstama & Company, Ine. 


Patrick J. Joyce, Dsq. 
Leavitt 1270 Avenue of the Americas 
Suite 21¢2 
masseurd 4326] New York, Now York 109020 
ee yack for ware Leon kansen Cempany 212-247-5310 
. Counsel for H. Kohnstamm 
YON & KENYON REILLY Cai & CHAPIN: & Company, Inc. ‘222 


UNITED STATES DISTRICT COURT 
St “NERN DISTRICT OF NEW YORK 


WARNER-JENKINSON COMPANY, 
Plaintiff, 
Vv. Zivil Action No. 
ALLIED CHEMICAL CORPORATION, 76 Civ. 2744 (MEF) 


Defendant. 


H. KOHNSTAMM & COMPANY, INC., 
Plaintiff, 
Vv. 
ALLIED CHEMICAL CORPORATION, 
Defendant. 
(alts an since ian it sceasscinr sn ete hse dass x 
PLAINTIFFS' MEMORANDUM IN SUPPORT OF 
THEIR PROPOSED ORDER TO DEPOSIT ROYALTIES 
IN ESCROW 
I. Introduction 
In this declaratory judgment action challenging the va- 
lidity, enforceability and infrincement of two United States Patents 


owned by defendant, Allied Chemical Corporation, plaintiffs Warner- 


. Jenkinson Company and H. Kohnstamm & Company, Inc., bring on this 


Urder to Show Cause. 

Warner-Jenkinson and Kohnstamm entered into licenses 
with Allied under the patents in suit as of March 1. 1975 after the 
dismissal without prejudice of previous litigation involving the 
patents. 

By this application, plaintiffs seek: 

1) This Court's approval of Escrow Agreements 
appended to the Complaint. 
This Court's order that royalties under the 
license agreements to the two patents in 
Suit be deposited in escrow during the 
pendency of the suit in accordance with 
these Escrow Agreements. 
This Court's order that such deposit of 
royalties in escrow is in performance of 
plaintiffs' payment obligations under the 


license agreements. 


II. Status of the Case 

The Complaint in this case was filed on June 22, 1976. 
Royalties under plaintiffs' separate licenses with defendant are due 
by June 30, 1976, necessitating this ioplication by a show cause order 
to obtain tne relief sought. 


The Escrow Agreements which are the subject of this appli- 


cation have been signed by plaintiffs and approved by the Escrow Agent, 


2. 


Bankers Trust Company of New York. That plaintiffs are licensees 


of defendant's challenged patents may not be disputed. No other 


facts are necesrary for the determination of the issue presented 


herein. 


III. Argument 
A. 


Plaintiffs's Proposed Escrow of Royalties 
Under Patent License Agreements is the 
"Commendable Way to Preserve the Status 


Quo" During this Litigation 


In Lear, Inc. v. Adkins, 395 U.S. 653 (1969) the 


Supreme Court unmuzzled licensees to encourage their challensce to in- 


valid patents: 


Licensees may often be the only in- 
dividuals with enough economic incen- 
tive to challenge the patentability of 
an inventor's discovery. If they are 
muzzled, the public may continually be 
required to pay tribute to would-be 
monopolists without need or justification. 
295 U.S. at 670 


As to royalty obligations under the license while 


the patents are challenged, the Court held: 


[I]t may be suggested that although 
Lear [the licensee] must be allowed -to 
raise the question of patent validity in 
the present lawsuit, it must also be re- 
quired to comply with its contract and 
continue to pay royalties until its claim 
is finally vindicated in the courts. 

Tic parties' contract, however, is no 
more controlling on this issue than is the 
State's doctrine of estoppel, which is also 
rooted in contract principles. The decisive 
question is whether overriding federal policies 


would be significantly frustrated 

if licensees could be required to con- 
tinue to pay royalties during the time 
they are challenging patent validity in 
the courts. 

- - - {W]e hold that Lear must be per- 
mitted to avoid the payment of all royalties 
accruing after Adkins 1960 patent issued if 
Lear can prove patent invalidity. 395 U.S. 


This District Court has stated the rule of Lear to be “unambiguous" 
that: 
". . »« a licensee who challenges the 
validity of the patent cannot be obliged 


to pay royalties until the question of 
patent validity is finally resolved against 


him. Horwitt v. Movado Watch Acency, Inc., 
364 F.Supp. 687,689 (S.D.N.Y. 1973) 


The Second Circuit Court of Appeals in Painton & Co. v. Bourns, ENG. g 


442 F.2d 216,226 (2d Cir. 1971) recognized the Lear policy prohibit- 
ing royalty payments on invalid patents while validity was challenged 
by a licensee: P 
What Lear precisely held was that 

the courts may not enforce a royalty 

agreement with respect to an invention 

embodied in an American patent while the 

licensee was contesting its validity and 

could recover only when, as and if validity 

was established. . 

And Painton was approvingly cited by the Snpreme Court 
in Kewanee Oil Co. v. Bicron Corp. , 416 U.S. 470 (1974) for its in- 
terpretation that "Lear allows [licensees] to accept a license and 
pursue the contest without paying royalties while the fight goes on," 


416 U.S. 488.° 


Where, as herein, plaintiffs are "“challeng[ing]) the 
scope and validity of the underlying patent[s]) without first termina- 
ting [their] license agreement[s]," the Court of Appeals for the 
Third Circuit expressly approved the licensee's suit in American Steri- 
lizer Co. v. Sybrén Corp., 526 F.2d 542 (3rd Cir. 1975). There the 
Court of Appeals held at 526 F.2d 548: 


Essentially, Sybron [the licensor] 
asserts that a patent licensee is re- 
sponsible for the payment of royalties 
until either the license is terminated 
or the patent is declared invalid. 


® * x 


However, where 2s here the licensee 
has attacked the patent and has therefore 
brought "the type of suit authorizea by 
Lear v. Adkins," Atlas Chemical Industries 
v. Moraine Products... [509 F.2d) at 5, 
the Sixth Circuit held that proof of invalidity 
would free the licensee from the liability 
for all royalties accruing during the course 
of litigation. Contrary to Sybron's argument, 
the Sixth Circuit, has reached a result iden- 
tical to ours in a case presenting identical 
facts. 


Recognizing that legal obligations are ultimately decided 


by the licensee's suit challenging patent validity, the Court of Appeals 


for the Sixth Circuit has commended the escrow procedure herein sought 


in Atlas Chemical Industries, Inc. v. Moraine Products, 509 F.2d 1 
(6th Cir. 1974) 


* « » an escrow is a commendable pro- 
cedure to preserve the status quo during 
the course of litigation, the funds belong 
to neither party until the validity of the 
patent is determined. 509 F.2d at 7 


Here, when the plaintiffs succeed in establishing the invalidity 


of the licensed patents, as in Lear, they "must be permitted to avoid 
the payment of all royalties.“ And monies payable after the date of 
plair.:iffs' challenge need not be submitted until the patentee "is 
finally vindicated in the Courts." 

Because these legal obligations of the parties will not be de- 
termined until the ultimate decision of the Court respecting validity 
of the licensed patents, the proposed escrow of royalties, recognized 
as "commendable" will, during the course of litigation, preserve 
the status quo and insure that the legal obligations of neither patentee 
nor licensees will be prejudiced or in any manner removed from the 


ultimate control of the Court. 


B. The Proposed Escrow Agreements are Proper 


Funds in escrow “. . . belong to neither party un- 
til the validity of the patent is determined" Atlas Chemical Industries, 
Inc. v. Moraine Products, supra, 509 F.2d at 7. Further, 


Fundamental to the existence of an 
escrow is the transfer of the escrow in- 
strument into the hands of a third party 
as depository. Prior to the happening of 
any of the conditions upon which the escrow 
agreement operates, the escrow agent is not 
empowered to act for either party. Al- 
though he may be an agent for one of the 
parties in other respects, with respect to 
the instrument in escrow his powers are 
solely limited to those stipulated in the 
escrow agreement. In the Matter of Dolly 
Madison Industries, Inc., 351 F.Supp. 1038, 

E.D. Pa. 


The proposed escrow agreements sought by this Court's 
order, signed by plaintiffs and approved by Bankers Trust Company, 
the intended escrow agent, fully meet the requirements of a proper 
escrow fund for this patent litigation. Monies deposited are taken 
out of the plaintiffs' control and their dispositon is subject to 
this Court's ultimate control or agreement of the parties. The 
escrow fund will be conserved, including interest earned thereon and 
the parties will regularly be informed of the amount of deposits 
made and interest earned in the fund. By any standard, the proposed 
escrow agreements fairly and adequately preserve the rights of all 
parties consonant with their respective obligations during the pen- 


dency of this suit. 


IV. Conclusion 

On the reasons and authority set forth above, plaintiffs 
pray that their proposed order be granted and that this Court pre- 
serve the status quo and approve the "commendable" deposit of royalties 


in escrow during the pendency of this action. 


Respectfully submitted, 


KENYON & KENYON REILLY CARR & CHAPIN 


Dated: June 23, 1976 hay oat 


At: New York, New York Uitte, |. La / ron Big 
Francis T. Carr 
Paul Lempel 
Edwin Baranowski 
59 Maiden Lane 
New York, New York 10038 
Telephone No. 212-425-7200 
Attorneys for Plaintiffs, A-29 
Warner-Jenkinson Company and eerie 


« 


OF COUNSEL: 


Donald G. Leavitt, Esq. 

Koenig, Senniger, Powers & Leavitt 
611 Olive Street 

St Louis, Missouri 63101 

Counsel for Warner-Jenkinson Company 


Patrick J. Joyce, Esq. 

1270 Avenue of the Americas 

Suit 2102 

New York, New York, 10020 

212-247-5810 

Counsel for H. Kohnstamm & Company, Inc. 


JUDGE'S MEMORANDUM RE RETAINING CASE 
UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORI 
WARNER-JENKINSON COMPANY, 
Plaintiff, 
vagainst~- 


ALLIED CHEMICAL CORPORATION 
76 Civ. 2744 1" 


H. KOHNSTAMM & COMPANY, INC, MEMORANDUM 


Plaintiff, - FOR 


~against= | COUNSEL 


ALLIED CHEMICAL CORFCRATION, 

Defendant. 

FRANKEL, D.J. 

This is to inform counsel of two developments 
connected with the pending motion: 

(1) Judge Conner, for reasons that will bind us 
all, has concluded that he should not take a reference of 
this case. Accordingly, I shall continue to handle it. 

(2) I have today signed the order submitted by 


plaintiffs after deleting some portions of the final sentence. 


Dated, New York, New York 


June 30, 1976 


ORDER ADJOURNIN: HEARING AND PERMITTING 
A aint 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


WARNER-JENKINSON COMPANY, 3 
Plaintiff, 8 
Vv. g Civil Action No. 


ALLIED CHEMICAL CORPORATION, 76 Civ. 2744 (MEF) 


Defendant. 


H. KOHNSTAMM & COMPANY, INC., 
Plaintiff, 
Vv. 
ALLIED CHEMICAL CORPORATION, 
Defendant. 


This Court having heard the application of Allied Chemical 
Corporation, defendant, with respect to an adjournment of the ; 
hearing date for relief upon this Court's Order to Show Cause 
issued at the instance of plaintiffs on June 22, 1976, 

IT IS HEREBY ORDE°ED THAT: 

1. The hearing date for relief upon this Court's 
Order to Show Cause is hereby adjourned to August 11, 1976 at 
10:30 A.M. Defendant shall serve and file its brief and affi- 
@avits in opposition by July 28, 1976. Plaintiffs shall serve 
anmifile their reply brief and affidavits by August 6, 1976. 

2; Until the decision of this Court respecting the 


relief sought by plaintiffs set forth in the Order to Show Cause, 
plaintiffs may withhold their royalty payments due on June 30, ; 
1976, under their license agreements with defendant dated as of 
March 1, 1975, without prejudice to their rights under said 
license agreements with defendant, and specifically without in- 
curring a breach of said agreements by reason of said non-pay- 
ment of royalty. If defendant prevails in opposition to the 
relief sought by plaintiffs, plaintiffs will edetsir-pay said 
royalties: due June 30, 1976 plus 6% interest on said sums for 
the period withheld ,ox—suftes—ehe—consequentes__of their failure 
to~make—seid-—royeity—payments OM or before June 30,3976 ———. 


SO ORDERED 


Dated: $0, , 1976 
At: New York, New York 


UNITED STATES DISTRICT COURT 
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Plaintiff, : 
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ALLIED CHEMICAL CORPORATION, : 
Defendant. i 
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ALLIED CHEMICAL CORPORATION, - 
Defendant. 
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NOTICE OF APPLICATION 


Francis T. Carr, Esq. 
Paul Lempel, Esq. 
Edwin Baranowski, Esq. 
Attorneys for Plaintiffs 
Kenyon & Kenyon Reilly Ci. & Chapin 
59 Maiden Lane 
New York, New York 10038 
Telephone No. (212) 425-7200 


PLEASE TAKE NOTICE THAT, at 5:00 P.M. this afternoon, Jwie 
23, 1976, or as soon thereafter as counsel may be heard, defendant 
will bring the attached application on for hearing before the 
Honorable Marvin ¢. Frankel in Room 2002, United States Courthouse, 


Foley Square, New York, New York. 


FISH & NEAVE 


June 23, 1976 : 
Williamw J. Gilbreth 


i 
Attorneys for Defendant 
277 Park Avenue 
New York, New York 10017 
Telephene Ko. (212) 826-1050 
A-34 
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‘UNITED STATES DISTRICT COURT 
; SOUTHERN DISTRICT OF NEW YORK 


‘ 
1  " 
-—“<—“— “se wo wonwwwnewee so -% 


oom 


Hi 


“WARNER~JENKINSC') COMPANY, 3 


J Plaintiff, : 


" v. : 
‘ ALLIED CHEMICAL CORPORATION, : 
“ : a. ae Defendant. : 


tj . ee aes 


7 ee am Me , 
ve “eee we eee eee Sl CIVIL ACTION NO. 


on) der : ee 
\,H. KOHNSTAYM & COMPANY, “InCey ¢* 76 Civ. 2744 (MEF) 


mn ae Se ee de ee sige 
Mose Lin Se wel” Plaintit[es 3 


ee oa 
‘ \ ae ; “6 < oe “3 
NALLIED CHEMICAL CORPORAY ION, 7 


‘ . . % * oo. * 


i‘ , *  p) Defendant. : 


it * 


DEFENDANT'S APPLICATION TO ADJOURN 
TRE JUNE 25, 1976 RETURN DATE 
SPECIFIED IN THE JUNE 22, 1976 ORDER 
TO SHOW CAUSE ENTERED IN THIS ACTION 


NOW COMES DEPENDANT, Allied Chemical Corporation, and 


| 


! applies that this Court adjourn to July 12, 1976, the June 25, 


' 
;1976 return date specified in the Order to Show Cause entered 


upon the annexed affidavit of William J. Gilbreth, respectfully 


‘in this action by the Honorable Whitman Knapp. 


; FISH & NEAVE 


y* 
; June 23, 1976 


am J. Gilore 
' Attorneys for Defendant 
277 Park Avenue 
New York, New York 10017 
Telephone No. (212) 826-1050 
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AVETDANET OF WILLIAM J. pg on Sg 


Jet NALS 3 # 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


ee 7 
WARNER-JENKINSON COMPANY, ’ 
Plaintifs,: 

Vv. : 

ALLIED CHEMICAL CORPOPATION, H 


Defendant.: 
CIVIL ACTION NO. 
76 Civ. 2744 (MEF) 


a. KONSTAN & COMPANY, INC., $ 
Plaintiff,: 

Ve ™ : 

ALLIED CHEMICAL CORPORATION, 8 


Defendant.: 


-_—“_se eo oe wee eee el eee ee OX 


AFFIDAVIT OF WILLIAM J. GILBRETH 


County of New York) 
) ss 
State of New York ) 


WILLIAM J. GILBRETH, being duly sworn, states: 

1. I ama member of the Bers of the State of New York and 
Federal Courts, ané a partner in the firm of Fish & Neave, 277 
Park Avenue, New York, New York 10017, the attorneys for defen- 


dant Allied Chenical Corporation. 


2. I make this affidavit in support of defendant's applica- 


tion te adjourn to July 12, 1976 the June 25, 1976 return date 
specified in the Order to Show Cause entered in this action by 
the Honorable Whitman Knapp. 

3. On January 24, 1972 pleintiffs in the present action 
instituted actions against defendant for a Declaratory Judgment 


as to the validity, enforceability and infringement of defendant's 


‘patent 3,519,617 and for relief from alleged unfair competition. 
"Amended Complaints were served by both plaintiffs on February 6, 
1972 to add a prayer for a Declaratory Judgment as to the validity, 
enforceability and infringement of defendant's patent 3,640,733. 

On March 10, 1975, after three years of discovery and other 

“proceedings, trial was begun before the Honorable William c. 

, Conner. William K. Kerr of our firm was lead trial counsel for 
| defendant and I was his principal assistant. 

4. Defendant objects to the June 25, 1976 return date set by 

' | Judge Knapp in the June 22, 1976 Order to Show Cause because: 

1 (a) Mr. Kerr is scheduled to be away from the office 

, Until July 8 and I am scheduled to appear before the “onorable 

(:D. Dortch Warriner at 10 A.M. on June 25, 1976 in Alexandria, 


; 


| virginia for a consolidaced pretrial conference concerning eaverai : 
| Cases that have been ordered consolidated by the Judicial Panel on 
 Multidistrict Litigation. Mr. Kerr is now on vecation on Nantucket 
| Island and is not scheduled to return to New York City until July 
i>, with the exception of a one-day trip to New York City to attend 
'@ funeral on June 24, 1976. 
f (b) Opposition to plaintiff's application for an C-cer 


, with respect to payment of royalties into an escrow account during 


ee Pendency of this action will require substantial preperation 


on Mr. Kerr's part and on my part. 

} 5. I am informed and I believe that F.D.6& C. Red No. 2 was 

i eheee ordered delisted by The Pood ¢ Drug Administration on 

: February 12, 1976 and that, after an unsuccessful attempt to stay 

' that Order, on April 9, 1976, The Food & Drug Administration pub- 

; lished an Order denying the permanent listing of F.D.& C. Red. 
No. 2. 


4 


6. I am informed and I believe that, dur. . the period 
September 1975 to April 1976, and pursuant to tne settlement agree- 
ment and license agreements resulting from settlement of the 
earlier-instituted actions by plaintiffs, plaintif. have paid to 
defendant over $500,000. for royalties and for past infringement 


of defendant's two patents now in suit. 


Sworn to and subscribed 
before me, a Notary Public, 
this 23rd day of June 1976. 


— EUGENE COFFEY 
Rotery Fub'c. Stove of New York 
We. 51-5731878 
Gvelified in New Yort County 
Comerinsion Expires Merch 30, 1978 


AFFIDAVIT OF WILLIAM J. GILBRETH IN SUPPORT OF 
DEFENDANT'S MOTION DISMISS NT 


| 
‘UNITED STATES DISTRICT COURT 
, SOUTHERN DISTRICT OF NEW YORK 


: WARNER-JENKINSON COMPANY and 
iH. KOHNSTANM & COMPANY, INC., 
Plaintiffs, Civil Action No.: 
v. 16 Civ. 2744 (MEF) 
ALLIED CHEMICAL CORPORATION, 


Defendant. 


AFFIDAVIT OF WILLIAM J. GILBRETH 


County of New York ) 
) ss 
State of New York ) 
WILLIAM J. GILBRETH, being duly sworn, states: 
1. I am a member of the Bars of the State of New York 


and Federal Courts, and a partner in the firm of Fish & Neave, 


277 Park Avernve, New York, New York 10017, the attorneys for defen- 
dant Allied Chemical Corporation. | 
2: I make this affidavit in suppert. of defendant's i 
motion to dismiss the complaint pursuent to Rule 12(5) (2), | 
ee for lack of subject matter jurisdiction, and in j 
opposition to plaintiffs’ application for an order authorizing | 
plaintiffs to deposit royalties in escrow during the pendency of t 
jthis action. 
3. The two patents in suit are Allied Chemical's 
‘patent 3,519,617 (the °'617 patent, which is entitled “RED | 
legge Seecigpatere DYESTUPPS FOR EDIBLE COMPOSITIONS" and which ) 
| 


| 


oss patent, which is entitled "EDIBLE SUBSTRATES COLORED WITH 


issved July 7, 1970) and Allied Chemical‘’s patent 3,640,733 (the 


ONOAZO DYESTUFFS® and which issued February 8, 1972). True copies 
of the '617 and '733 patents are annexed hereto as Exhibits 1 and 
2, respectively. 

4. Claim 6 of the ‘617 patent is directed to the chemi- 

1 composition of a reé food color known as F.D.& C. Red No. 40 
("Red 40") and claim 7 of the '733 patent is directed to foods 

lored with Red 40. 

5. Warner-Jenkinson and Kohnstamm instituted earlier 
itigation on January 24, 1972, when each filed a separate action 


or a declaratory judgment as to ‘the validity, enforceability and 


H 
| 
nfringement of Allied Chemical's '617 patent (H. Kohnstamm & | 
Inc. v. Allied Chemical Corporation, 72 Civ. 301 (WCC) H 

a@ Warner-Jenkinson Company v. Allied Chemical Corporation, 72 | 
iv. 302 (WCC)). Each complaint included a claim for alleged | 
| 


fair competition. By “amended” complaints served February 8, 
972, the day the ‘733 patent issued, Warner-Jenkinson and 
nstamn broadened their declaratory judgment actions to include 
e "#933 patent. Allied Chemical counterclaimed in oa action 
or infringement of its two patents and the actions were ultimately 
nsolidated. 
6. Extensive discovery was taken. Over a three-year 
riod, 27 witnesses were deposed and over 30,000 pages of docu- 
nts were produced. A pretrial order was entered by 
udge Conner in January 1975 and trial was set to commence on 
ch 10, 1975. A true copy of the pretrial order entered by 
udge Conner is annexed hereto as Exhibit 3. 


7. Comprehensive pretrial briefs, glossaries, etc. were 
exchanged on February 21, 1975. Discovery had established that 
there was no serious issue as to plaintiffs’ infringement of 
Allied Chemical's two patents, and that plaintiffs had willfully 
and deliberately begun to manufacture and sell Red 40 after Allied 
Chemical declined to grant either of them a license to do so. 

8. Trial commenced on March 10, 1975. Each party as- 
sembled and had in readiness an array of fact and expert witnesses. 
Extensive files and exhibits were physitally moved into Judge | 
Conner's courtroom for use during trial. At the outset of trial, | 
however, Judge Conner called counsel for the parties into his | 
robing room, said that he had read the pretrial submissions of the | 
parties, and actively initiated settlement discussions. There 
ensued a series of settlement meetings with Judge Conner, some- 
times with counsel for both sides present, sometimes with counsel 
for only one side present, and sometimes with only officers of 
the parties present. As a result, on March 11, 1975 the parties 
agreed in principle to settle their controversy on the basis of 
a $200,000 payment for past infringement and a royalty of 17-1/2% 
for continued manufacture, use and sale of Red 40. 

9. The parties negotiated detailed settlement papers 
over the next four-month period. (The parties exchanged numerous 
drafts and, in an effort to resolve issues in controversy between 
the parties, an additional settlement conference was held by 
Judge Conner on May 9, 1975.) At first, Allied Chemical asked for 
a consent judgment. Plaintiffs declined to enter into a consent 
judgment with respect to defendant's two patents but agreed to a 
@ismissal with prejudice as to plaintiffs' allegations of unfair 


entere€ into in connection with the dismissal without prejudice 


| 
competition, and agreed that the license agreements, which were to | 
t 
a 


of plaintiffs’ declaratory judgment actions, could not be terminate 
for two years. 


10. The bargain ultimately struck between the parties 
is embodied in four documents: 
a. Stipulation and Order signed by Judge 
. Conner on July 23, 1975 (true copy 
annexed hereto as Exhibit 4); 
Settlement Agreement, effective as of 
March 1, 1975, between Allied Chemical, 
Kohnstamm and Warner-Jenkinson (true 
copy annexed hereto as Exhibit 5); 
License Agreement, effective as of 
March 1, 1975 between Allied Chemical 
and Warner-Jenkinson (true copy annexed 
hereto as Exhibit 6); and 
License Agreement, effective as of 
March 1, 1975, between Allied Chemical 
and Kohnstamm (true copy annexed hereto 
as Exhibit 7). 
11 In accord with these agreements, on July 23, 1975, 
Judge Conner dismissed, without prejudice, Warner-Jenkinson's 
and Kohnstamm's declaratory judgment actions and Allied Chemical's | 
counterclaims with respect to the '617 and '733 patents, and dis- 
missed, with ~-ejudice, Warner-Jenkinson's and Kohnstamm's claims 
for alleged unfa.r competition. 


12. The license agreements included customary pro- 


visions for termination by Allied Chemical in the event of non- 


performance by Warner-Jenkinson and Kohnstamm. To prevent plain- 
tiffs from promptly reinstituting their actions, the license 
agreements specified that Warner-Jenkinson and Kohnstamm could 


ee ee ee lO RT ot see ew 


not terminate their obligations to pay royalties for two years. 
13. On January 19, 1976 the Commissioner of Food & 
Drugs gave notice of his intention to publish a regulation 
terminating the provisional listing of F.D.& C. Red 2 ("Red 2"). 
The order was signed on January 23, 1976 and was to become 
effective on publication in the Federal Register. Prior to 
publication, an action was commenced in the United States District 
Court for the District of Columbia, Certified Color Manufacturers 
Association et al. v. Mathews et al., No. 76-0153, to restrain 


soe ns tn an ets sasintmetnnaninasnintinnnnaanmssatnuaninenetautnunmininennnnnin stn neh ae 
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publication of the order. The regulation was published on 
Pebruary 10, 1976 (41 Fed. Reg. 5823), after the District Court 
declined to restrain publication. A stay, temoorarily entered 
by the United States Court of Appeals for the District of Columbia 
Circuit, delayed until February 12, 1976 implementation of the 
jregulation terminating the listing of Red 2 (41 Fed. Reg. 6774). 
14. Annexed hereto as Exhibit 8 is a true copy of a 
March 15, 1976, license agreement entexed into by Hilton-Davis 
Chemical Company (a division of Sterling Drug Inc.), in which, 
after the 1976 delistment of Red 2, Hilton-Davis agreed to 
pay to Ailied Chemical $100,000 plus a 17-1/2% royalty to manu- 
facture, use and sell Red 40. Hilton-Davis paid the $100,000 by 
check dated April 13, 1976. 


Sworn to and subscribed 
before me, a Notary Public, 
his 28th day of July 1976. 
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+” 7 pRASSRUIN: ERNEST SMITH 
i ublic, Stote of New York 
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EXHIBIT 1 
[Annexed to foregoing Affidavit] 
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United States Patent Office 


3,519,617 
Patented July 7, 1970 
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3,$19,617 
RED PUENYL-AZO-NAPHTHOL DVISTUFFS 
+ FOR EDIBLE COMPOS TIONS 
Gestav E. Row. Hamburs, and Ressell 1. Steiner, Wil. 
Barnsvitle, N.V.. assiqvors to Atiied Chemical Corre- 
sation, New York, S.¥.. 2 corparation of New York 
No Drawins. Filed Mas 15. 1967, Ser. ‘No. 639,264 
: Int. CL CO7¢ 4° 65; AIM 1/27 
US. Cl. 260—260 
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ABSTRACT OF Ziik DISCLOSURE 

Monoazo compounds of this invention, which may te 
termed 1!- ([Palkoxy-S-all.si-s-seMorhenyl}az0 )-2-naph- 
thol-6- sulfonic acids snd poysiolozically scesp:sble salts 
thereof! are prepared by conventions! procedures, €.5. cOU- 
Ning Ciazotized S-alkoxy-2-alkylevifanilic acid, in alkaline 
media, into 2-raphihol-G-sodium sulfonate. The ronoaz0 
compounds of the invention are useful as dyestufis for 
warious subsirates ond especisily for edible scbsirates, 
goth cs foodstufis or pharmacesiical compositions. 


Cl 


This invention relates to the production « 
monce20 dyestu%s. Mere paricutarly. the present inven. 
ton is directed to highly solutie red monozz0 éyesiufis 
and to their use as culorants, especially in dyeing of edi- 


subsirates. 
Certain red dyes have found vse in the post in various 
-eoloring or dyeing applications. especially im the color- 
of foodstufls er orher editle subdstraies. One such dye- 
stefl ( F.D. & C. Red No. 4) recently has been delisted 
fo: essentially all edible uses by the Food acd Drug Ad- 
ministration, thereby cresting 3 reed for a red dye par- 
ticolarly useful in the eo‘oring of editle subsirates. 
2 Accordingly, one object of the present invention is to 
provide new and useful dye compositions. 

A furher object of the present invention is to provide 
bighly solub!e non-toxic monoazo dve compositions which 
are useful in the coloring of edible subdsirazes. 

- " Osher objects of this inversion will be readily apparent 
to those skilled in the art from the following description. 

The monoazo dyestutss of the present invention core- 
spond to the formula: 


wherein R and R’ are each bower alist contsinine fram 
“2 te 6 carbon sioms and M is hydrocen, ammonium oF 3 
phyriolorically acceptable metal canon. such as toudiem, 
potassium. barium caleum and iros. Preiersed dyentufis 
present invention are comruunds conivening 1 
shove Formula | wherein R and R’ are each methvt and 
Af is sthom, potsswunt of ammonium tecaue of the 
particularly lose twanity and hich water wicPiay of such 
compounds: mest prefeised of the conponds of the pree 
Ent imentwn in the Lem alt of 14 {6-mcthory-4-se4- 
fom-tolyliaco).S-naphitwl-eaulions ach Mis to be 
wadersions that mixcd wilt. weh as the ewnow dium, 
Monrpuacsum sie as well av ach wills are coniem- 
plated as being wahin the preent invention. Reprewata- 


2 


tive compounds of the present invention other than the 
aforementioned disodium salt include: 


1-({6-methoxy-t-sulfo-m-toly! )az0)-2-naphthol- 
6.6-sulforic acid 

1-([6-methoxy-4-sodiumsulfo-m-toly!}220)-2-naphthol- 
6sulfonic acid 

dipotassium salt of 1-([6-methoxy-4-sulfo-m-to!y!}320)- 
S-naphthol-6-sulfonic acid 

diammonizm sak of 1-/ [6-methoxy-4-sulfo-m-tolyl }az0)- 
2-naphthol-6-sulfonic acid 


 ealcium saht-of 3-(16-methory-4-sulfo-m-toly1}>20)- 


Q-naphiho!-6-sulfonis acid 

barium salt of J-({6-methoxy-+-sulfo-m-toly | ,320)- 
2-naphthol-6-selfonis acid 

ferrous s3h of 1-([6-methory-4-sulfo-m-tcly1}az0)- 
2-naphihol-6-sulfonic acid 

disodium ssk of 1-€ [6-e1hovy-4-sulfo-m-t0ly 1}220)- 
2-naphthol-6-sulfonic acid 

disodium salt of 1( {6-propoxy-<+-sulfo-m-toly!}a2z0)- 
2-naphthol-6-sulfonix acid 

disodium sah of 3( [2-methoxy-S-ethy}-+-sulfophenyl} 
azo)-2-naphthol-6-suilonic acid * 

dnodium 93h of 1-( {2-ethoxy-$-ethyl-4-sulfophenyl }azo)- 
2-naphthol-6-sulfonis acid 

disodium sak of 1-({2-propoxy-£-propylt-sulfopheny}} 
a20)-2-naphihol-6-sulionic acid 


As previously indicated. the dyestuffs of the present in- 
vention are essentially ron-tows to warm siooded animals 
ang sre sufficiently soluble in water to meet the requite- 
ments of the Food and Drug Acminisiration 3s to toler- 
ances poverning dye contcnt. For example. the disodium 
salt of. 1-([-methovy-t-sulfo-m-toly! }azo)->-raph:Aol-6 
sulfonic acid. one of the preferred dyes Of tne present im 
vention. is soluble to the extent of about 18 pans per 
100 parts of water at 2° C. Further. these dycstufs are 
siable to sulfur dioxide in aqueous soiutions. to hydrosen 
ions in aqueous solutions having & fH of 5 or higher. t 
ascorbic acid in concentrations ranging from atozt $0 to 
100 p.p.m.. which are commonly encocr:ered in 100d 
preparations. as wel! as to heat such as that encountered 
in taking operations, e.g... 175° C. for 25 minutes. Addi- 
tionally, when wed to color soft drinks. these dyestufs 
provide compositions which are estemisiiy non-corrosive 
to beverage containers for periods of at kaa six months. 
The nuvel dyestuils also possess excellent light stability in 
a satiety of editle subvirata and cahibit excelent reich 
tive properties when contacted with such substrata. 

These characteristics of the red monoszo Jyestutts of 
the present invention are indicative of their sutiability 3¢ 
colorants for edible subsirats. e.g. fruits, such as cher- 
ties: sugar pattic: hard candies: gelatine deserts: soft 
érinks, both ecarbonaied and uncasborsted: cake and 
ecohie prepared mixes: as well as wsaprines and rrinted 
Labels which, in use, come in contact with these aed other 
food compusiziom. These chasacterimics tosether with 
their extremely low toxicity to warm Boatd anime is, at 
determined by both acute and chronic feeding tots. ttufie 
este their value as an addaivn to the fist of dvevat< 
cenifulc bv the Unned Stz:es Government Feud ated 
Drug Adminination. For exsmple. acute foodie tests 
wring the choJiem wht of Jo4 fe necthes y-d-saslfo-m:-torts 1] 
a70)-2-nuphihel-b-wligac aval have denanarsicd that 
aromals wwicrate high levets af this dyestiel © hile chrome 
feeding tents imal ing addin of Up w $20": , bw went, 
of this dyewull to normal rations indicates no signitwant 
changzs in the growth tate aod food consumpuve of 121 
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&s compared with a contro] group studied simultaneously. 
Exzamplary of the preferred method of preparation of 
the dyestuffs of the present invention, the disodium sah 
Of 3-((2-alkoxy-$-alk;1-4-sulfophenyl ja70)-2-naphthol-6- 
jonic acid may be prepared as follows: One pan of 3 

sulfanilic acid, corresponding to the formula: . 

% 


O 


Tle 
¥ 


ay 
wherein R and R’ are each as above defined, is slurried in 
about 5 to 6 paris, by veichi, of water and dissolved by 
the addition of abou 1.0 to 1.2 parts. by weight, of 2C° 
Bé. hydrochloric acid. The sciution is cooled w about 
0° C. by the aduition of ice. To this, there is added slowly 
about 0.33 10 0.35 part of sodium nitrite (added as 3 30% 
aqueous solution) and the miature is sgitated, at about 0° 
to S° C., for at least one hour. The resulting diszonium 
sah solution is added siowly to an aliztine solution of 
Schacfier'’s salt (2-hydroay-nephinalene-6-sodium sulfo- 
mate) consisting of about 1.1 pams of Schaciler's salt. 8 
parts of water and J to 2 parts of scdium carbonate, the 
coupling solution being cooled 10 about 10° C. with added 
-fee. The resulting mixture which is slialine to Brilliant 
Yellow indicator and which contains an excess of Schaef- 
fer's sah, is agitated for about 16 hours and ihen, aficr 
being heated 10 about 65° to 70° C., is salted to about $ 
to 18%. concentration by the addiion of sodium chloride. 
The mixture is agitated for about two to eight hours as it 


of warm (55° C.) water and adding 10 the solution about 

part, by weight, of disodium phosphate. Afier teing 

pot ony at S$° 10 6$° C. for about 0.5 to 1 hour, about 

to 3 part, by weight, of dzzolorizing charcoal and 

to 1 part, by weight. of 3 fier sid is added and the 

perio is filtered. The clarified iilurate is salted to pre- 

te the dyestufl as the disodium sah which is recov- 

ered by filtration {rom tke sstine mother liquor. The filter 
may be dried in conventional manner. 

Other physiologically aceepiable salts corresponding to 
above Formula I may be prepares by known procedures. 
For example, the alkalize coupling mixture may be rend- 
ered acid with a mineral acid, sch as hydrochloric, sul- 
Suric of nitric acid, and potassium hydroxide may be 
added to the resuliant acid mixture to cause precipuation 
of the corresponding potassium sah: similarly, if ammo- 
nium hydroxide were to be added invead of potassium 
hydroxide at this stage. the corresponding ammonium sah 
would be obtained. Other physiolesically acceptable salts 

likewise be obtained by adding 2 soluble sait. for 
example, cakium chiorile, barium chloride, ferrous sul- 
Sate, to the alkaline coupling mixiure 10 cause the corre: 
sponding calcium. barium of ferrous sali to precipisaie. 
‘The free acids, ic. compounds of Formula | wherein M 
ts hydrogen, are readily obtainab: by neutralization of 
the alkaline coupling mixture, for example. with a mine 
eral acid, thereby causing precipitation thereof from the 
gevitalized coupline mine: complete iwtation of the 
free acids can be eilected by extraction ef the nevtral to 
acw mass with 3 water-immiciMe organic solvent. for 
example, diethylether, ethyl acetate. etc. and thereafier, 
evaporation of the svent from the extract, 

The term “edible subsitata” 3¢ used in this specification 
ond the claims appended hereto ix micnded to include a 
wile varicty of fan, phumiwcrtical and coxmetic com 

its these muy be in cithcr wid of haquids form. 


Position, j 

Dacloded alo ate wrappings and Libvls of varies farms 
colored of printed thereun with inks containing thee dre- 
stufis, which may come m contact wah the maternal en 
cased of labeled. 
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The addition of the dyesufls of our invention t, and 
inzorporation in edible subsrata is eflectes by met? 
well known in this sft, for example, by methods coaven- 
tionally used with F.D. & C. Red No. 4, and hence, de- 
tailed discussion of this collateral aspecs of Our invennos 
is deemed unnecessary. 

The following examples will serve to illustrate prac: 
tice of the invention but they are not invended to limit it 
to the details described herein. Pans and percentaces are 
by apse and temperatures are given in Crsrees cent . 
grade, unless otherwise specified. 

EXAMPLE 1 


To a sturry of $20 pasts of $-methoxy-2-me:hs f-<ul- 
fanilic acid in 3000 parts of water, $80 rans of 24° Bé. 
hydrochloric acid were added. The mixture was ssitaied 
for about % hour and the seruluing solution was cocied 
to about 0° by the addition of ice. Then, 173 gars of so- 
dizm nitrate, in the form of a 305% aqueous so!u:ion. were 
added to the mass over a period cf about 24 hour while 
mainiaining the solution st or below $°. The resulting 
minature theresfter was agitated for about ore sod one 
Quarier hours to complete the diazotization sezstion. 

Ja a separate vesscl, $91 parts of Schsetes’s sait (2- 


a; nhaphthol-6-sodium sulfonsie) were sluttied in <CO:) rorts 


63 


f hot water and 600 parts of sodium cartcroce. as a 
20¢@ aqueous solution. were added theresu. Tae r:isture 
was heated to 65° and the resultant solution was cooled 
first to below 45° and tren to abou 30° by the adcizcon ef 
ice. The diazonium salt solution prepared srove was 
slowly (over a period of about one hour) adéed to the 
Sekaefier’s sah solution. The slizline 10 Britiisr: Yellow 
indicator coupling solution was agitated for aroun 16 
hours and then was heated to terween 65° and 70°. After 
the addition of 18U0 parts of lime free sodium ci-oriée, 
the mixture was agitated for four hours as it ¢radvaliy 
cooled 10 ambient temperature and the reculiant pre- 
cipitate which fozmed was fiered from its mozhe: liquor. 

The fiher cakes from two such couplings were com- 
bined and dissolved in 10.000 farts cf warm ($5') water. 
To this solution 127 parts of anhydrous disacium phos- 
phate were added snd the mass was agizaied at 68" to 
73° for %& hour. After the additiun uf 120 farts of de- 
colorizing charcoal, the mass was asitaed for t: hour 
and 320 parts of filter aid material were added. The rrix- 
ture was sgitsied for one hour and tnen Rhezed. To the 
clarified fitrate. 1500 pasts of lime free sodium chicride 
were added slowly. and the mixture was agiaied for sSuut 
16 bours to permit the mass to cool and the purified 
monosz0 dyesiull to precipitate. The slurry was fikered 
and the filter cake was dried in a circulatwry warm air 
oven. The solid product, the disodium sah of 1-({6 
methoxy-4-sulfo-m-toly!}azo)-2-naphthol-6-sulivaic acid, 
corresponds to the furmula: : 


Teo 


EXAMPLE Ji 
The surprising solubiiny in water of dyestuls of the 
present invention is demensirated by the foliwing data . 
wherein the solubility of the dyestufl prepared in Es- 


- ample J, above. was compared at various temperatures 


with that of F.D. & C. Red 4. 
The latter has the formula: 


oy 


8,519,617 


The tests were carried out a5 follows: 
of the dyestufl was incrementally 
added to shaking after each 
addiion. 


to dryness 
the weight of the res 
Gatilled water at the indicate 


These compsrative cata are 5: 
TABLE 1.—-SOLUBILITY IN DISTILLED WATER 


F.D.4C. Redes, Product of Ts 2. 
es.) percent pereent 


Binccorsceccccrscccsssorerenees 
, Ronee anannenecesmascemnersnoe 


eoesedreonseoseserrosonserres 


wdility in water of the dye- 
that of F.D. & C. Red =4 


liy and hence 

a solubility character in the some general area, 

$s indeed the fact when the solubility of these two 

Gyestuf's is compared in 100% ethanol snd 50% aqueous 

ethanol at 25°, the solubility being, ia each instacce, trace 
and 1.3% respectively. 


EXAMPLE Ul 


ing about 200 p.p.m. of SO:, at ambie 
The cherries were placed on white filker pores and ex- 
amined. Those dyed wih) F.D. & C. Red =¢ possessed 
a bright ycllow-red shsze and produced 3 slight red bleed 
oa the filter paper. Those cherries dyed wish the déyeseul 
ef this invention were slightly duller in shade tut yielied 
. practically no bleed onto the white Ghe: paper, iadicat- 
el ah acca ed oe 
This characteristic was again demonstrated by placing 
elf and whole cherries in contact with pear halves in 
light supar syrup (such as is usec in the conventional 
{rok cocktail preparation). After five days the fruits were 
examined. The poars sored with cherries ¢yed with 
FD. & C. Red #4 were colosed a strong pink indicating 
thet the dye hed Med off from the chertict, The pears 
stored with the cherries dyed with dyesiull of Exampic J 
. were @ yellow pink in shave indicatirg a light “oo tone” 
. Yellow-pink biced, which is generally more 
than the shade imparted by the F.D. & C. Red = 4. 


o 


6 
1t can thus be seen that valuable and highly desirable 
red monoazo dyestufls which are substantially non-toxic 
to warm blooded animals and edible subsirata culored 
therewith have been provided. The new cyestuls are 


$ charseterized also by surpriaingly excellent solubility in 


water. 

Our invention has been descrided and Mustrated by 
seference to specific embodiments therce!. and the ex- 
ampics illustrate the best mode prescrtiy known of carry- 


9 ing cut the invention. It should te noied. however, that 


variations of these procedures are feasible ard mary such 
variations will be obvious to those shilled io this art io 
view of the disclosures coniained herein. 

We claim: 


13-2. A monoazo dyestull baving the formuls 


wherein R and R’ are each lower alkyl and Mf is hydro 


es St. ammonium or 8 physiologically acceptable metal 


cation. 

3. The monoazo éyestufl of claim 1 whereio R is lower 
alkyl anj R’ is methyl 

3. The moncazo dyestufl of claim 1 wherein R is 


29 methyl and R’ is lower alkyl. 


4. The monoszo dyestul of claim 1 «berein R and 
R* are esch methyl. 

S. The monoazo dyestwl of claim 4 wherein M is 
an alkali metal. 


35 6. The moncezo dyestull of chim 4 wherein M is 
sodium. 


3. The mooeazo éyestuff of claim 4 wherein M is 


potassiva.. 
8. The monoazo éyestuff of claim 4 whereia M is 
46 smmonium. 


9. The monoazo dyestufl of claim 4 wherein MS is 
ycrogen. 
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157} ABSTRACT 


Monaro compounds of this invenvon. which may be termed 
-([2-alkoszy-S-alkyi-4-sullepnen: I azo }-3-0.07>tS0l-6-sul- 
fonie acids and phywolopically sccepucie suw thereof! are 
wied as Cyestufls for various subr.raies and expecially for eds | 
ble substrates, such as mayaschine «hema. 


10 Clatem, No Drawings 


90/148 
aoe 99/1468 
ommeoenms 99) 103 
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EDIBLE SUBSTRATES COLORED WITH MONOAZO 
DYESTUTFS 

This application 6 8 diwinon of spplicazon Ser. No. 
Lu 9.264, filed May 18. 1967, now U.S. Pat. 3.519.617 waved 
duly 18, 1970. 

The iaventun reletes w the production of novel red 
monoase dyerivils, More Parucuierly, he present invenvon is 
Guecied ih highly solubie 166 monocaz Cyes.uils and to test 
wre as Coloramis, especoasly on Cyerng Of e:b.¢ suosates 

Certain red dyes hove found use mm the past in various color. 
ing oF dyeing applccotwns, expecially on the coloring of faod- 
stuffs or other edible sudsisates One such dyenuil (FDC 
Red No. 4) recently has been Gelusted for exsenvalty sii edible 
wnes by the Foud ond Drug Acminutration. theredy cresting o 
need fos 0 106 dye porucuierly wielul in the coionng of edinle 
oubsirates 

Accordingly. one odject of the present invention « to pro- 
wide new and urelul dye composmuons 

A further object of the present invention 1s to provide highly 
tolubdle nontoa monoaro 6y¢ componuons winch ave useful 
in the coloring of editie sudsirates. 

Other edjecus of thes mvenuon will be readily spparent to 
those skilled in the ant (rom ine foliow ng desenpuon. 

‘The monoaso éyestufis of the present invenuon correspond 
te the formula: 


: R 
~O~ 
@ 


wherein RB and R’ are cach lower alky! containing from one to 
sis carbon atoms and M @ hydrogen, ammonium or 6 
physicdogicaliy accepiable metal carbon, such as sodum, 
potassium, barium, calcwm and won. Prefersed syeniufis of 
the present invenuan are compounds conforming to shove 
fnermula (1) © herem K and R’ are eoch methvi and M I$ sodi- 
om, potatsivm or emmonum because of the pafucularly low 
tasicity and tugh water solutsiity of such compounds, mon 
preferred of the compouncs of the present invenue n us the da- 
odium sah of 1-([6-methory4-soily-m-toly | jaz0)-2-naphihol- 
Ssulfonic acid Ni is 10 be Understood thet mined oaiu, such as 
the moncsodwm, monopotassum salu, as well as ace? tals 
ere contemplaied as being evdun the present mvenuon. 
Representative compounds of the present mvenvon other 
than the alorementinned duadcium salt include: 
ee. jaso)-2-naphthol-6.6sullome 


1.416 methory-4-sadiumsulfo-m-toly| azo) 2-naphihol-6 
sulfonic acid 

Gipotassium sah of 1-(16-methosy-<4-sulfo-m-toly Jazo)-2- 
maphithol.-sulfonic acid : 

Gammonivm 13h of 1-4 (6-methory-4-sulfo-m-toly! )azo)-2- 


1-(]methony-4-sulfo-m-toly! jaso)-2 
naphthol-o-sulfome acid 
1-(|@methory-4-suilo-m-toly!jazo)-2 
eaphthol-&eulfonse acid 
! 1-([@ethony 4 -sulfo-m-toly! jaso)-2- 
nsphihol-6-sullone acid 
Gacdium wh of 1-(|6-mopoty-4-sullo-m-taly!jazo)}2- 
naphthol .6-sulfome acd 
wl 1-4, 2 mcthoay-S-ethyt-4-sulfo-phenyl) 
890) Snaphihel-© sulfone acud 
Srarteum wt of 1-4 2-¢thiny. S-ethyl-4-sulfo pheny! jaso)- 
dD -naphthod-o-sulfome send 
Grarhom wh of 1.) 2-promony-S-propyl4-eullo phenyl] 
8209) 2-naphthol.6.sulfune acod 
AS prevavusdy mun sted, the dvestufis of the present inven- 
tion one esrentally nontor to warmbingded anuneh ond are 


2 


sufficiently soluble in water to meet the requiremeny of te 
Food 10d Drug Admuinntianon as to loierences governing Cre 
conten For coampic, hr Cwodwm salt of 1-((0-methany-4- 
sulle m-tolyijaae’-2-8 Prine. otwilon~e a6:6, One of the 
prelerrcd Cyer of the Preee Mt Wee OM, 6 BOlV bie 10 the Catent 
of ebout 18 guy per i.4 pats of moter a1 3° C. burner, 
hess Cyesiulie es. stable 10 euiwt C108.5¢ on BQveOWs sory 
Hons, tO hysrogen 10M 1. eQueous solwuENE fewng o Pit of ) 
or higher, to aacordse otis in conceniranors ranging frum 
about $0 to 100 p.p.m., winch ore commonly encoumercs on 
food preparevons, as weil a5 10 heat tush as tral encownissed 
m baking ©} raven, ¢g.. 175° C. for 23 minus Ace 
uonally, when used to coior soft Grinds. these Gyentefls pro- 
wie COmpONIONS which are ementusiiy noncurtowe to 
beverage contamers for periods of 01 iets 6 monte The 
novel Cyestulis oiso powess cacelions hight statisty one war.ety 
Of edidle subsienia and canidA excelent retenuve proper 
when contacted with such ou vetrets 


30 These charactenstics of the red monoazo évestulls of the 


PreVENt invention B1¢ Inc cative Of Le: tunacuity as colorany 
for edidle aubvirata. ¢ g . {ruits, such as clarnes, sugar patties, 
hard candies, gelatme Getuens, ceft Cnrks. Ooih carbonsied 
and uncarbonated; crit 074 Cooks prepared muses, as weil as 


238 wrappings and printed ladcis enich, mn uae, come om comuct 


with these and other food composvons. These charactenstics 
together with their cavemely low lousy to warmbdinnded 
animals, an Getermined by bow acute ond chron fercing 
tests, indicate their value a5 an sddiven to the ist of venus 


30 cerufable by the Unued States Government Food and Drug 


Adminstration. For sar pic, acuie feedurs tet wurg the 6a- 
odium sah of 1-((6-methory-4-uilo m-ta. i jaro b 2 -nephihel- 
Gsulfonic acid have Gemonsirated that anitah tolerate igh 
levels of this dyastull ehiue chrome feeding tes involsang as- 


3$ ditions of up wo $.0 percent, by werent, of tus Cyesiul to nor. 


ma) ravens indicated no s:pnificant char see wm 1. > growth rate 
and food consumpuon of tate as comparec euth 8 convo! 
Group stud.ed simuttaneously. 

Exemplary of the preferred method of prezaration of the 


40 Cyestulls of the present invention, ihe C.nosiem salt of 1-4) 2- 


sleony-S-alkyi-4-sulfopher.yi jazo)-2-nayite!-osuifons acd 
may be prepared as follows, One part of o suiiandse acid, cor- 
tesponémg to the formula. 


an 
wherein R and ®' are cach as sbove defined. is shurmed im 
about $ 10 6 parts, by weight. of water and Omarived ty the ad- 
dinion of stout 1.010 1.2 pany, bs werght. of 20°B. Mydivcalo- 
tic acid. The solution is cooled wo shout u* C. by the addiu]en 
of ice. Te this, there is added seemly about 0.53 10 0 35 pans 
of sadium niurhe (added as 0 90 percent agucous mivtiun) 
and the misture is agnased, ot about wo $°C.. for at icast t 
hoor. The cesulung diasoniwm aslt solwuen 0 added slowly wo 
an slealine solution of Schsetler's Sait (2-dydrwry- 
naphthalenc-6-tadwm sulfonate) conusiing af about | 1 pans 
of Schaefer's Sah, 6 pars of water and 1 to 2 cans of matom 
Carbonsic, the couphn; sriviown being 6OO.ed to abut 10° C 
with added we. The resulting mnture efich 9 ataaine to Hed. 
thant Yellow Indscater and which contains an excess of Schact. 
fer's Salt, @ exuaied hw atout 16 hour and then after heing 
heated to oto O5* 0 90" C., eet t0 arnt Sto IA perceme 
CONLEAUEUON hy the sddrinwn of aww Chionde The mature 
fe agitated for about 2 to b howe as ot Cows to ammemt tem- 
Perature ond the resulting slurry mn fireved Ihe fier case of 
the Crude Monoaso ferdiult M PENniied By Crsmdemg 1 on shout 
$ to © Paris, By Serght, Of worm (54°C ) © ster BAW oddeng tO 


75 the solution stout ¥.5 part, by wergint, of Gimalum phosphate. 


3,640,733 
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Afict heing spitatcy at 5S* to 6 8° C. for sbout 0.5 to | hour, 
ehout 0.28 ts} part. by ecepht, of dectwrzmge charcoal 2d 

Stet pan. by wright, of s Mice aw 7 added end the mr. 
ture a Filtered. The cierficd futrate © salted to precrpitate ite 
dyestufl ax the drundum salt which os recovered by filvavine 
fram the saline mothes bqvor The Hiter coke may be dimes »% 
cCoaventamal mannct 

Other phynologically accepiadle salts correspowts), 
shove formula (1) may be prepared by known proce: .ics for 
example, the alkaline coupling minature may be rer: -% sco 
with a mineral acid. such as hydsochionc, sullune o1 sutsit 
acid, and potassium hydroaide may be added to the resultant 
acid misture to cause precipnation of the correspending 
potassium salt, similarly. if smmonmum hyérosde were to be 
adued inctcad af poiasuum hydrozide at this stage. the cor- 
feepeanding smmunwm sah wavid be obtuuned. Other 
physiolugicelly acceptable sale may hhhewse be obtained by 
adding » wluble sat, for example, calcium chionde, barum 
chioride. ferrous suliaie, to the alkaline coupling misture to 
cause the correspunding calcium, darsum or ferrous salt to 
precipitate. The free acids, 1¢.. compounds ef formuls (1) 
wherein M is hydrogen. are readily obtainable by neutraluza- 
tion of the alkaline coupling miziure, for example, with & 
mineral acid, thereby causing precipitation thereas from the 
acutralized coupling miatuse, complete isolation af the free 
acids can be effected by extraction of the neutral to acid mass 
with a water-immiscible organic suivent. for exsmple, 
ducthylether. thy! acetsic, etc., and thereafier, evaperalion of 
the sulvent frawn the extract. 

‘The tecm “edible sutsirata” as used in this specification and 
the claims appended hereto is intended i include & wide 
wasiety of find, pharmaceuucal and cusmet.c compusivions. 
Whese may be in either whd or liquid form. included also are 
arappings and labels of various forms colored of primed 
thereon with inks contsining these dyestuffs, which may come 
in consact with the material encased ot labeled. 

Ths addition of the dyestufts of our invention to and incor- 
poration in edidic subsivata is effected by methods well known 
in this ani, for example, by methods conventionally used with 
FD&C Red No. 4, and hence, detailed discussion of this col- 
tetesal aspect of our invention ms deemed unnecessary. 

The following casmoies will serve to illustrate practice of 


the lave stion but they are not intended to limit it to the dewils 4s 


dewsioed herein. Pans and percentages are by weight and 
: iures are given in degrees Centigrade, unicss other- 
ified. 


EXAMIPLE$ 


Vw a slurry of $21 parts of $-mevhoxy-2-methyl-sulfanilic 
acid in 3.000 pons of water, $80 parts of 20° B. hydrochione 
acid were acded. The mixture was agitated for about % and 
the resulting solution » as cooled tc about O° by the addition of 
tee. Then, 173 parts of sodiuris uti ne. sa the fonn of s 30 per- 
cent aqueous & lution, were alucé in the mars over a period 
ef nbout & hous while maintazmne the soccer at or below $°. 
The resulting mivture thereaiter was agutated for atwut one 
and one quarter hours to compicte the diasotzsuON reacuon. 

fm @ separate vessel, $91 pars cf Schaeffer's Salt (2- 
asphthol-6-nium sulfonate) wer slurmed in 4,000 pans of 
boi ainier and 600 parts of sutrum card. nate, as a 20 percent 
aqueous slution, were added thereto. Vhe munture was 
bested to 68° and the resultant tAluunn was curled first to 
below 45° ead then Le ahuut 10° by Ure adJunen of oe. The 
Gareniom sat wtvven prepared atane was shomty (over a 
pened of shout Lhour) added to the Schatffer's Salt slution. 
The afi.shne fo Rethant Yelhow ndaater couping salute 
was agitated fie stout 10 hours aed then eas heated to 
hetacen 68° and 2 After the aber eon eo” 1.MY pans of leme 
(see sendium chiwade, the mistuse was annated fr 6 hows as st 
gtaduatly cond! to smbvent tempe. ature and the tewltant 
PMecepetate which (comed was filtered from os tother bqueaw. 


4 


The fitter cakes from two such cuuplngs were cambuned 
wird ¢s20lved wn 16.000 purts of warm (58°) water ber thes 
acrint A 127 pers of andyérous disodium phausphate were 
aie! and the mens was egttsted ot ON ts 79° fuer % Imeut Altes 
the sdditeon ul 120 para uf Vevedesizing chance, the meee 
was agitated for ‘S hour and $20 ports olf filter and wcteral 
neice oted. The minture was sgitated fiw I horus and then fil 
tered. To the cianhed filtrate, 1.$0u part of ime-free anisum 
chioride were adcied slowly, and the muatcre was agitated tor 
about 16 hours to permit the mass to cool and the punfied 
monoaze éyestull to preespitate. The slurry was fihered and 
the filter cake was Gried in a circulatory warm sit oven The 
solid product, the disodium salt of 1([6-methory-4-sulfo-m- 
toly! }azo)-2-maphthoi-6-sulfonie acid, corresponds to the for- 
mula: . 


och, ou 


z — 3 


EXAMPLE! 


‘The surprising solubility in water of dyestuffs ef the present 
invention is demonstrated by the fuliowmg data wheresn the 
30 solubility of the dytstufl prepared m Faampie |, shuse. sas 
compared at vanuss iemperatures with that of FD&C Red No. 
4 


The latter has the formula: ‘ 


(C2. 01am 


The tests were carried out as follows: 
An excess quantity of the dvestull. was incrementally added to 
25 parts of disuilied water. shaking afver cach adéwtion The 
wessel was placed in 8 constant temperature Cath mamntaised 
at a predetermined tempvrature. The resulung saturated soly- 


$0 tion was permitied to stand for several hours in the constant 


temperature bath and then filtered. A $-pan aliquot of the fa- 
tered scution was evaporated to Oryness mm a Lared crucible at 
130°. From the weight of the sesiduc. the soludiuity of the dye 
in distilled water at the indicated temperature in Geicrtained. 


$3 These comparative daia a. ¢ given in Table | below. 


TABLE I 


LSS 


Sededrity @ Drewtied & ter 


Temp. FOaC Red Mo. 6 


r am sot 
bad 24% 2200 
oe eee 068 


| 
The ugnsheantly greater solubulty in water of the Cyeuull 
of Example i compared to that of FD&C Red No 4 es sures: 
ing sence tusth dyes have tuo sulutuhsing growers ard are quite 
sumslar structurally and hence shuld pimwas 2 solubetty 
character in the aime geveral aces, as 2 indeed the fact when 
the sotubihty of these two deentufis as compared wn 110) per 
cent ethan and $0 percent aquenus ethan at 25°, the wolu- 
Delity Derng, on cach wnstance, trace and 1.3 percent respecte 


TS ty. : 


A-52 
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EXAMPLE Il 


Mataschino cheries which had been dyed with FD&C Red 
No. 4 and with the dyestufl prepared in Example | were stored 
for i months in highs sugar syrcp containing adout 200'p.p.m. 
of SO,. at ambicnt temperature. The chernes were placed on 
white filter paper and examined. Those dyed with FR&C Red 
No. 4 possessed 8 bright yeow-red shade and produced a 
shght red bleec on the filter pupet. Those cherries dyed with 
the dyestull on this invention were sightly duller in shade but 
yielded practically no bieed onio the white fiter paper, in- 
Gicating that 1 was supenor in Unis respect to FD&C Red No. 
4 ; 


This characteristic was again demonsirated by placing half 
and whole cherries in contact with pear halves ia light sugar 
syrup (such as is used in the conventional fruit cocktail 
preparation). After S days the fruns were examined. The pears 
stored with cherries dyed with FD&C Red No. 4 were colored 
8 strong pink indicating that the cye had bled off from the 
cherries. The pears stored with the cherries dyed with dyestull 
of Example | were a ycliow pirk in shade indicating a ight “on 
tane™ yellow-pink bleed. which 15 generally more acceptable 
than the shade impaned by the FD4C Rec No.6. 

ft can thus be seen that vauable and highly desirable red 
monoazo dyesiufls which are substanually nontoxic to warm- 
bh --4ed animals and edible sub.traua colored therewith have 
been provided. The new dyestuffs are charactenzed also by 
surprisingly excetien: solubility in water. 

Our invention has been ccscribed and illuswated by 


eeference to specific embodiments thereof, and the examples 30 


@tusizste the best mude presently known of carrying out the 
fnwentinn. ht should be noted. however, that variauons of these 
pracedures ure feasible and many such variations will be abvi- 
@us &» those skilled in this an ia view of the disclosures con- 


6 
tained herein. . 
We claim: 
1. A composition compraing an edidle subsisate colored 
with @ monoaz0 Gyestuff having the formuls 


OR ou 
: nae 
10 ie 
om 


wherein R and R' are cach lower alky! and M is hydrogen, am- 
moniym of a physiologically acceptable metal cation 

2. A componton as desenbed mn clam | wherein the eddie 
substrate isa frunt. 

3. A composstion as descrnded in claim 2 wheres the Irvit a 
a Maraschino cherry. 

4. A composiuon as described wn claim | wherein R is 
methyl and R's lower alkyl 

5. A composiuion as Gesenibed in clam | wheres Ris lower 
alky! and R' is methyl. 

6. A composition as described in claim 1 wherem R and R‘ 
are each methyl. 

7. A composition as described in claim 6 wherein M is t0di- 
um. 

8. A composition as Gescribed in claim 4 wherein the edible 
substrate is a Maraschino cherry. 

9. A composition as described in claim 5 wherein the edible 
substrate is a Laraschino cherry. 

10. A composnuon as described in claim 6 «heres the edi- 
ble substrate ss 3 Masaschino cherry. 


raw '—.s UNITED STATES PATENT OFFICE 
CERTIFICATE OF CORRECTION 


" Patent No. 3,640,733 Dated __—s- February 8. 1972 


Inventor(s) Gustav E. Rast and Russell I. Steiner 


It 4s certified that error appears in the above-identified patent 
and that said Letters Patent are hereby corrected as shown below: 


- 


Col. 1, line 20 "nontoxic" should be -= non-toxic --; 


Col. 1, line 39 "IS" should be -- is ’--; 
Col. line 43° "4-solfo-" should he -- t-sulfo- --; 


Col, line- "nanhthol-~3-Gsulfonic" should he 
-- naphthol-6-6 sulfonic --; 
Col. line "azo)-2" should be -- azo)-2- --: 


Col. line “azo)-2" should be ~~ 220)-2- --; 

Col. line "-2naphthol" should be @-- -2-navnhthol --: 
Col. line "nontoxic" should be -= non-toxic --: 

Col. line - "noncorrosive" should he -- non-corrosive “3 
Col. line "-2-nanthhol” should he -- -2-nanhthol --; 
Col. line \2 "follows:" should he ~~ follows: --: 

Col. 2 line 56 "2n°n." should he -- 20°Re! -=; 
| Gol. 2, line 68 “then after” should he -- then, after --; 


line "9.5 nart," should he -- 0.5 nart, --; 


line "20°R." should he -- 2n°Re! —-; 


cheat ee oes 


EXHIBIT 3 
{Annexed to foregoing Affidavit] 


Pretrial Order 


| UNITED STATTS DISTRICT COURT 
SOUTHULN DISTRICT GF Wha YCRE 


. ee 
SOO © CO OO OO OOF OBO O SH SEDO OODWOS, 


HM. KORNST/AICS & COMPAS, INC., - 


Plaintifs, 


Vv. : NE 
NO. 72 Civ. 302 (CC) 


ALLIID CHLNICAL CORPORATICH, ee 
‘ 
Defendant. ° i 
(CONSOLIDATED) 


WARNER-JENKINSOW CCHPALY, | 
| 
" pleintiff, 

: CIVIL ACTIC? 


Ve 
NO. 72 Civ. 302 (HEC) 


ALLIED CEE/ICAL CORPORATION, 
Defendent. 


PRE-TRIAL ORDER 


I. Nature Of The Contreversy 

; 1. Each of these consolidated actions includes to 
“causes of action; first, a dgeclaratory judgment cause of action 
ac to validity, enforceability, end infringement by plainvic‘s 
of tvo United States patents ormed by defendant and, second, an 
unfair competition cause of action. Defendent has denied 
plaintiffs’ averments that the tro patents in suit are invalid, 
unenforceadie, and not infringed. by plaintiffs; has denied that 
defendant has competed unfairly; and has counterclaimed against 
“each plaintiff for infringement of the two patents in suit. 


Plaintiffs have denicd defendant's infringement averments. 


2. The patents in suit are Rast and Steiner patent - 
3,519,617, entitled RED PHEUYL-AZO-NAPHTHOL DYESTUFFS FOR LEIvLo 
COMPOSITIONS, and Rast and Steiner patent 3,640,733, entitled 


* 


i 
im 


| 


~ 


+. 


oa Derendant's charges of infringement ct 


e 
EDIBLE SUBSTRATES COLORED WIT! HONOAZO DYZSTUFYS. 
trial will 


be limited to clain 6 of patent 3,519,627 and clair 7 of patent 
3,640,733. Pinintiffs' charges of invalicsty ond unenforceestiii 
will be directed to all claims of both patents. 


hk, Determination of the issue cf quantum of dencses 
4s reserved for scparate accounting preceedings, to be hed, 
to the extent necessary, efter the issues framed herein are 


determined. 


5. Each of these declaratory jucgzent actions was 
instituted on Jenuery 24, 1972. An amended complaint wes serv2¢ 
in each action on February 8, 1972, an ensier end en infringe- 
ment counterclais were servec on March 8, 1972, and a reply +es 


served on Merch 27, 1972. 


“6. on April 3, 1973, defendant moveé for leave to 
amend its counterclaim in Civil Action No. 72 Civ. 302 te che-ce 
Te Seven-Up Company, plaintiff Varner-Jenkinson's poren* corpora. 
tion, with infringement of the two patents dn suit. Leave «2s 
granted on October 9, 1973, notwithstanding Warner-Jenkinscen’s 


objection that venue wes improper as to Seven-Up. 


: 7. Seven-Up was served with defendant's amencec 
counterclaim on November 28, 1973. On December 26, 1973, Seven-Uz 


moved to dismiss for lack of venue. The Court granted Revere et 


I vere motion on March 20, 1974 ’ trensferred the action 255 


it to the Fustern District of Missouri. Cn June 12, 167%, the . 
Eastern District of Missouri action was set for trinl on Octrver 


29, 197%. Upon the consent of parties, on July 3, 1974, the 


2. A-57 


) Eastern Mistrict of Kissour£ action was ordered dismissed “iihous * 


prejudice. 


e 


8. On March 29, 1974, this Court cranted dcrendant's 


motions to consolidate these actions for all purposes. 


9. Trial of these consolidated actions is set to 


commence on Merch 3, 1975. The parties have waived their risnt 


| 

| 

| 

| 

| { 
‘to trial by jury. A 


III, Jurisdiction And Venue 
| 10. As to each plaintiff's first cause of action 
relating to peten:s 3,519,617 ond 3,640,733, jurisdicticn over 


the subject metter is cenferres ty 28 U.S.C. $$1536(a), 2202 
} and 2202, and venue is proper under 28 U.S.C, §1392(c). 


} ll. As to each plaintiff's cause of action for unfair 
competition, jurisdiction over the subject matter is proper 
| pursuant to the provisicns of 28 U.S.C. §1338(b) and venue is i 
proper pursuent to 28 U.S.C. §2391(c). ‘ : 
42. Subject metter jurisdiction for defendant's 
counterclains for patent infringement filed ageinst each 
plaintiff is vroper under 28 U.S.C. §1338(a). The counter- 
_Clains arise out of the transactions or occurrences shat are the 
subject matter of the plaintifis' Amended Complaint and co not 
| require for their adjudication the presence of third parties of | 
| hon the Court cannot acquire jurisdiction. Accor@insly, juris- 


j diction and venue for the adjudication of the counterclains 


| 4s also proper. - 


’ 


i Iv. Undisouted Facts 


The following facts are undisputed and will require 


no preof at trial: 


13. Piaintaff Yarner-Jenkinsen Company is a MWicseurt 


corporation having its principe: place of business at 2526 wv: 1dwi 


b> J 


© ten & oases co enamemmasese 6¢ 200 ~ arm 20-80: + a 


Strect, St. Louis, Miscouri. 


1s. Plaintiff i. Kehnstomn & Cozpeny, Inc. 18 = ew 
York corporeticn having a place of business end doing busines3 as 


1$1 Avenue of the Americas, Kew York, New York. 


15. Defendant Allice Chemical Corporetion is a iteu 
York corporaticn having an office at 1411 Broeéway, Kew Yorn,. 


New York. 


16. Patent 3,519,627 was issued to defenésnt en 
July 7, 1970, #s assignee of Gustav =, Rest end Russell I. Stcine 
The epplicetion, Serial Number 629,264, for thet patent was filed 


on Mey 18, 1557. 


17. Patent 3,640,733 wes issued to defendant on. 
February 8, 1972, es assignee of Gustev E. Rest and Russel. I. 
Steiner. The evplication, Seriei Humber €59,516 (a division of 
Serial 639,254), for thet patent ves filed on Decenber 10, 1659, 
end is besed upon the seme and original disclosure as is in 


patent 3,519,517. 


18. Defendant.is and always has becn the omer ef 221; 
right and title to each of patents 3,519,617 and 3,640,733, in- 


cluding the right to recover for infringement thereofr. 


19. Prior to the comuencement of these actions, 


defendant had asserted to plaintiffs that the manufacture, use Pe 


sale of F.D.&é€. Red Io. ho without the authority of defene:.nt 


would constitute an infrincencat of its patent 3,519,617. 


h. 


‘ 
Laue | 
20. In about the eurly pert of 1671 Sil ates 
indivicually and sepirateoly requested from deferdadt Licenses te | 
mirufseture F.D.fC. Rod No. 4O under defendant's patent 3,510,017 7} 
Plaintiffs subsequently requested licer:ses under aerendzat's 


patent ere Defendant declincd to grant any. "Licenses. 


t 
| 
H 

| 
21. F.D.gc. Red Xo. ho, a color ndcitive for focé uss, 

was listed vy the Food & Drug Ad=inistration as a food coicr cn 
} April 10, ig71 (36 F.R. §6852). Tne use of F.D.ac: Red No. 49 | 
1 in the United States {s reculated by the Food & Drug Adninistre- { 
tion pursuant to the Federal Food, Drug and Cosnetic Act, | 


1 2) U.S.C. §276. 


22. On one or more occasions during the period July 7, 
1970 to date, including the period February 8, 1972 to date, 


pleintiffs have: manufactured for sale commercial quantities of I 


actively solicited oréers for the sale of food grades of that 
compound; hed cosmercial quantities of that compound certified 
as F.D.ic. Red No. 40 by the United States Food and Drug Admini 


tretion; sold commercial quantities of that compound as F.D.é 


the chemicel compound claimed in claim 6 of patent 3,519,517; 
S- 


Red No. 40; and used quantities of thet _compound te combine wit 
food- -grece dyestuffs offercd for sele and scld vy plaintifts for = | 
combination with edible substrates. During the above pericds | 
plaintiffs' customers have colored edible substrates with F.D.&C. 
Red Wo. 40 manufactured and sold by plaintiffs. Plaintiffs kncv, 
when they sold F.D.&C. Red No. ho manufactured by them, that it 
wes to be used by their customers to color edible 

addition, plaintiff Kohnstamn has used quantities of that coz 
pound to ceabine with flavors offercd for sale and sold by 


Kohnstarnm sor combination with edible substrates. 


The chemical coapound which plaistifls have manu} 


factured urd have colé as F.D. I. Red Ho. 40 nus the followize 


enemical fornuls: 


o : i , 
.— 
| Ng03S | 


Nothing herein shall de construed to limit or restric 
eny party from adcucing proof cf the dete and/or sia ett of any 


of the ebove fects. 


23. Pleintiffs had knowledge of patent 3,519, 


knovledse of the existence of defendant's application for patent 
3,640,733, ané became axare of Hate? 3, 640,733 cn or ‘about the 
day it vas cRseeee 


2h, Some customers of plaintifts have refused to 
purchase F.D.&C. Red Ko. 40, mace by plaintiffs, without ndeani 
fication against patent infringenent and plaintiz ffs have 


such indemnification to induce such purchases. 


25. Defendant manufactures ané sells F.D.S5C. we 


prior to cezmencing their manufacture of F.D.&%C. Red No. 40, hed : 
, 

to its distributors and to others. - 
| 

{ 


26. Defendant hac named three distribvters for no 


Red Mo. 40: Neumann, Buslce & Wolfe, Inc.; Virginia Pare Extract 


ry 


Company; and Lecben Color & Chenical Company, Inc. 


27. The parties will subait to the Ceurt, by February 
| 21, 1975, a joint Glossary of chemical and biclogical terms and 


 nomenclatures which anong others may be uscd at trial. 


ve Disnuted Issues Of Fact 
| The following issues of fact are disputed and will be 


; the subject of proof et trial: 


28. The nature end scope of the need, if any, for a 
red food color prior to the making of the elleged inventicrs of 


| the patents in suit. 


.29. The nature and scope of attempts, if any, to 


1 satisfy such a need. 


"" 30. The making of the alleged inventions of the 
1 patents in suit. 


"31. The scope end content of the prior art at the 


time the alleged inventions were mace. 


32. The differences, if any, between the prior art 


and the alieged inventions. 


33. The level of ordinary skill in the pertinent art 


at the time the alleged inventions were made. 


34. Whether German Patent 12,451 (issucd 1879) des- 
cribes the subject matter claimed in United States Patent ho. ° 


3,519,017. 


Mot SSPE Be TS. eel 


35. Unether or not the differences between Lhe subtvet! 
*matter eiaicod in pztents 3,519,617 ond 3,640,733 and any one or 


more primary references in view of any one cr morccecendsry 


i references® are such that the subject mattcr of the patents in 


tions were mace to a person having ordinary ckill in the art to 


twhich said subject matter pertains (35 U.S.C. §103)7 


—#. The comnercial success, if eny, of the arieces 


inventions e 


suit, as a whole, would nave been obvious at the tine th inven- | 


37. The manners in which plaintiffs end defendant have 


; made, used, offerced for sale, or svld the alleged inventions. 


38. Whether pleintiffs heave made, used, offered for 


isale, sold, or ectively inéuced others to maxe, use, offer for 


isate or sell the alleged inventicn, or the equivalent, of clein 7 


lof patent 3,640,733. 


39. ¥YWhether defendant nisrepresented facts to, con- 


| cealer “5 siahia or failed to bring facts to the attenticn of, 


| the Un’ -d States Patent Office curing prosecution of the eppli-- 


l cetions for the patents in suit. 


hO. The circumstances relating to plz 2intiffs' requests: 


i for, and defendant's refusal to grant, manufacturing licenses 


| under the patents in suit. 


Kl. The circumstances relating to plaintiffs’ in- 


] stitution and prosecution of the present actions. 


De 


* Such references shall be these of which piaintiffs 
I have given defendant notice in accordance witi 35 U. S.C. yess. 


isput.d Issues of Taw 
The following issues of law are to ve litigated urcen 


the trial: 


42, Whether the patents in evit satisfy the exlteria 


for patcnt validity eubodicd in 35 U.S.C. £§102 and 103? 


43. Whether the patents in suit cozply with the se 


quirements of 35 U.S.C, §112 concerning patent specificeticns 


j and claircs. 


4h, Whether pleintif?’s heve infringed the esserte? 
cleins, within the meaning of 35 U.S.C. §271. 


45. Whether the patents in suit are unenforceable | 
| deceuse of: 
a. Defercant's conduct before the United States 
Patent Office curing prosecution of the applice- 


tions for the pstents in suit; 


Defendant's policies and practices with respect 


to the sole of F.D.t£. Red No. 40; or 


Defencant's policies and prectices with respect ~ 


to the patents in suit. 


4§. Whether defendants policies and preetices 
respect to the sale of F.D.t0. Red No. Lo, or its policies 
practices respecting the patents in suit constitute unfair 


competition with respect to plaintiffs. 


47. Whether defendant is entitled to an injuncticn 
egaisst further infringement by plaintiffs and cach of then, 


pursuant to 35 U.S.C. §293. 


48. whether plalintir?s are entitled to an lucard «2 
I domazes, to an award of atton.cy's fees under 35 U.S.C. $205 or 
under any ether arplicabje law, or to an injunction arcinst 


furtners unfair cempetition by écfe:.dent. 


49. Whether defendant ic entiticd to an avard of 


increas. Gomeges or to an award of attorncy's fees, pursues: 


H to 25 U.S.C £254 or 285. 


jf VII. Unaveiledle ilitnecses 
50. Pisinteiff—s represent thet, at all tizes subdsc- 
gucnt to defendent's December 22, 1672 notice of his deposition, 


| Sacuel Zuckerman has been too 111 to testify. 


51. Defendant represents that: 
FP. W. Cashion, who died on May 5, 1974 efter a 
long-terna iliness, has bezn unable to testify at 
: all times subsequent to plaintiffs' March 12, 1974 


notice of his deposition. 


Monroe D. Edelman died on December 11, 1973, end 
thus has been unable to testify at all times subse- 
quent to pleaintiffs' January 22, 1974 inquiry es to 
his availability as a witness. 


At all tines subscquent to plaintiffs’ December 23, 
1973 notice of his deposition, Gustav E. Rast has 


deen too 111 to testify. 


52. Plaintiffs had taken depositions of defendant re- 
lating to Messrs. Cashion, Fdelman cnd Rast pursuant to Rule 


30(o}(C), Fed. R. Chv. P. 


The Bre raer stipulate that: 


§3. If otherwise admissidic, uncertificd printed, 


s] 

: 

H 

Stinulations Concerning Nocumentary Evicenee . 


photostatic or other copics of United Statcs and forcign patents, 
includins United States Putent Office iprlications :nd f41 

| wrappers and/or contents therecf, may be introuused into evi viene 
with the seme force and effect as if the originals and certifica | 
copies theres? had been introduced, and the dates eppeari n = | 
such uncertified copies shall be accepted, p7inna facie, as 


correct, subject to correction should error appear. 


54. If otherwise admissible, uncertified photoste sic 

} OF other cepies of printed publications or portions thereof may 
| be intruduced into evidence by any party in lieu cf the originals 
or certified cepies thereof, with the same force and effect as 
the originals or certified copies thereof, and all cates of 
publication epptaring on such uncertified copies shall be accepted, 


prima facie, as correct, ‘subject to correction shouid error eppeer,. 


55. Legible photostats: or other copies of documents or, 
| portions thereof, may be marked for identification, and offered 
and received in evidence at the trial with the same force and 

} effect as the originals, subject to correction should error 

appear and subject to any and all objections as could de made 

ta the evinced thereof, and on condition that the original of 

any such copy be available for inspection at the trial upon 

1 reasonable notice, it being the intention of the parties, hovwever,: 
that the inspection of the originals will not be required in the 


absenee of srocial circumstances. 


56. Tf otherwise admissibie, any Jevter, memorangya 
communiestion, or ether document produced tet ‘ore trdal by any 
party to an adverse party, which is signed by any persscn xno 

fl wes at the time of sning an employee er officer of the port; 

[ moking preduction, or Sores by cuch emnilosyee or offer 
fis indicated by typewritten or handwritten nome or initiels soy de: 
offered in evidence withcut formal proof as to the genuineress of 

such dosument and shall be deemed, primz facie, to have been: 

| (4) signed on or about its date, by the person indicated; (44) | 
that signatures, if any, are genuine; and (111) except in the ee 
ofa document appearing to be a draft, that it was sent to and 


received by the addressee or addressces in normal course. £11 


KENYON 2 KENYCi) REILLY CARR & CHAPIN ¢ 
Attorneys for Plaintiffs : 


eee « Carr 

59 Madden Lane . { 
Kew York, New York 10038 
_ (212) 425-7200 - oh 


"|| January 2/,1975 - aes Bee, L feline ZZ L— i 


FISH & KREAVE 
Attorneys for Defendant 


: Pf ; 
By less ee / Cran : 
“William k. Kerr 
277 Park Avenue 
New York, New York 10017 
(212) 826- 102 


‘SO ORDERED: 


January 1975 
jon. “. Llasaa c. Conner : 
frat STATES DISTRICT JUDGE 


| 


i 
i 
| 


EXHIBIT 4 
[Annexed to foregoing Affidavit] 


Stipulation and Order 


Man GL RN OS EY Ogee Oe PRM 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NLIW YORK 


ww o3m www wow ermlerowrmlcrermlcrerlc orl er 


- He KOHNSTAMS & COMPANY, INC., 


em co ames ces eces 


ij 
[ 
4 
x 


. plaintiff, Warner-Jenkinson Company and defendant, Allied fe 


em ee +e cemmere = ware coms 
: ave 8 = ne 5 


Plaintiff, 
civil Action Now hi 


72 Civ. 301 (WCC) 
ALLIED CHEMICAL CORPORATION, . 


Ss 


ve 


Defendant. 
es ascites pe) leas, ean Tae ct ami) ee ae (CONSOLIDATED) 


WARNER-JENKINSON COMPANY, 
: ba 
Plaintiff, : hae 
Civil Action No. 
ve 
72 Civ. 302 (WCC) 
ALLIED CHEMICAL CORPORATION, 


Defendant. 3 


eceeexeeeeeeeereereenvrern xX 


STIPULATION AND ORDER 


LD 


WHEREAS Plaintiff, H. Kohnstamm & Company, Inc., 


XQ. 
i wok! a? 


; Chemical Corporation, have settled these consolidated pen 


The parties STIPULATE AND AGREE, subject to the 


approval of tne Court, that: P : yore “ 


i. Plaintiffs’ amenced complaints, to the extent ~ 
thet each seeks a Geclaratory judgment with respect to es 
enforceability and infringement of defenéant's patents 3,519,617 
and 3,640,733, are dismissed without prejudice. . ; 
2. Defendant's counterclaims for infringement by ; oe 


each of plaintiffs are dismissed without prejudice. 


: B69, 
a iS ae 


*. ° 


~ 5 : 
8 SEE PF: OT ae OR OE ROE CE SITS FIT OT TEE ON I SP I ae eeecene 


' ae 3. Each plaintiff's cause of action for damages and 
| injunctive relief based on defendant's alleged unfair competition 


: gs dismissed with prejudice. 
4. Pach party shall bear its own costs and Sc rernny. 


KENYON & KENYON REILLY CARR & CBAPIN = 


a/ » 1975 Fepretus? Ciu— ee. 
: w York, New York neis 3. Carr sf 


Paul Lenmpel 

Edwin Baranowski 

59 Maiden Lane 

New York, New York 10038 
(212) 425-7200 

Attorneys for Plaintiffs , 
H. Kohnstamm & Company, Inc., and - 
Warner-Jenkinson Company ek 


=. 
: 


hd e 
SRM ENP ERT e e 
ds en 
Bible wot 


we gtee é 


oe « 
Sa rey oe 


OF COUNSEL: ede: pacers 
Patrick J. Joyce, Esq. Donald G. Leavitt, Esq. a4 
1270 Avenue of the Americas Koenig, Senniger, Powers & Leavitt 
Suite 2102 611 Olive Street 
New York, New York 10020 St. Lovis, Missouri 63101. 
(212) 247-5810 Counsel for Marner Jeph ec mae 

. Counsel for H. Kohnstamm & eeree a 

Company, Inc. 


- , 
wa my, 


PISH & NEAVE 


RE 
=. 


c 
J 
3 
o 


yes 
. 


>= , 1975 


ew York, New York 


‘. 


william J. Giibsetin ‘ 
. John E. Nathan a aes 
Bugh C. Barrett 
277 Park Avenue 
New York, New York 10017” 
(212) 826-1050 
i: Attorreys for Defendant ~*~ 
. aires Chemical Corporation 


OF COUNSEL: 
j 


¢." 


BUST Pea biS 20056 


{| Roy H. Massengill, Esq. 
Jay P. Friedenson, Esq. 
|| P.O. Box 1057R 
‘i Morristown, New Jersey 7980 
: (201) aeieoree 


a. 


e 
e 


: «a! 4.4 Ma: 


Oe too We we 


SO ORDERED: 


Deane ee eee enamel 


. 
tw 


23, 1¢75 


aa \ 
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EXHIBIT 5 


[Annexed to foregoing Affidavit] 


Settlement Agreement 


SETTLEITNT_ AGREES ENT 


THIS AGREEVENT, entered into as of March 1, 1975, by 
and among ALLIED CHEMICAL CORPORATION, a corporation of the 
State of New York, having ‘ principal place of business at 
Columbia Road and Park Avenue, Morris Township, New Jersey 
(hereinafter “Allied Chemical"), H. KOHNSTAMM & COMPArY, IXC., 

a corporation of the State of New York having a principal place 
.of business at 161 Avenue of the Aeericas, New York, New York 
(hereinafter "Kohnstamn") , and WARNER-JENKINSON COMPANY, @ 
corporation of the State of Missouri, having a principal place 
of business at 2526 Baldwin Street, St. Louis, Missouri (herein- 


after "“Warner-Jenkinson"). 
WITNESSETH THAT: 


WHEREAS, Allied Chemical is and always has been the 
owner of the entire right, title an@ interest in United States 
Letters Patent No. 3,519,617, "RED PHENYL-AZO-KNAPETECL DYESTUFFS 


FOR EDIBLE COMPOSITIONS ,“° and in United States Letters Patent No. 


3,640,733, “EDIBLE SUBSTRATES COLORED WITH MONOAZO DYESTUFTS ,” 


including the right to recover for past infringement thereof; 


WHEREAS, Kohnstamm and Warner-Jenkinson have brought 
actions in the United States District Court, Southern District of 
New, York, Civil Actions Nos. 72 Civ. 302 (wCC) and 72 Civ. 302 , 
(wcc) , for a Ceclaratory judgment that United States Letters 
Patent Nos. 3,519,617 and 3,640,733 are i:valid, unenforceable 

H and not infringed by Kohnstamn ané@ Varner-Jenkinson and for 


| unfair competition; 


WHEREAS, Allied Chemical has counterclained for infringe- 
ment by Kohnstar=n and Warner-Jenkinson of said United States | 
Letters Patent Nos. 3,519,617 and 3,640,733; and for infringement 
by The Seven-Up Company (hereinafter “Seven-Up") of the said 
Letters Patents, which action against Seven-Up was transferred 


to the United States District Court for the Eastern District of 


! 
Missouri, and subsecuently dismissed; — | 


WHEREAS, the parties Cesire to settle their differences 


with respect to said Letters Patents; : 
4" 


. 
ee ee eS: OS DOES 


NOW, THEREFORE, for and ‘in consideration of the premises’ 


| 


and the mutual agreements hereinafter recited, the parties agree 


as follows: 


aeneetn ane eae 


1. Kohnstamm and Warner-Senkinson shall pay to Allied 
einacunese within thirty days after the execution of this Agreement 
‘the total sum of $200,000, such payment to be allocated between 
Kohnstarm and Warner-Jenkinson on any basis agreed MEoR between 


them. : 4 
2. .Upon receipt of such payment, Allied Chemical 


AR. 2 A 8sd hE... rahe 8. seen samen 


| releases Kohnstamm, Warner-Jenkinson and its parent corporation, 
i Seven-Up, and each of them, and the suppliers and vendees of each 


of them, from all liability for infringement, contributory 


2 omen es gem 


infringement, and inducement of infringerent, of said patents 
based on activities occurring prior to March 1, 1975. 
3. Allied Chemical shall grant, and each of Kohnstarm 
anda Warner-Jenkinson shall accept, a license agreement in the 
form annexed as Exhibit A, each of such license agreements to be 


entered into simultaneously with execution of this Agreement. 


! 


° 


4. X%ohnstarm and Warner-Jenkinson, and each of then, 


| nereby release Allied Chemical, its successors ané assigns, 


eo ese. we 2 moe oe 


| from all liability, based upon or related to the causes of 
| action for unfair competition pleaded as “Second Cause of Action" 

in each of the complaints and amended complaints in Civil Actions 
Nos. 72 Civ. 301 (WCC) and 72 Civ. 302 (WCC) based upon activities 
occurring prior to the dismissal of these actions. 

5, Civil Actions Nos. 72 Civ. 301 (WCC) and 72 Civ. 
302 (WCC) shall be terminated, subject to the Court's approval, 
by entry of a Stipulation in the form annexed as Exhibit B. 
ALLIED CHEMICAL CORPORATION | 


ATTEST: sper 


ees le ron 


Assistant Secretary : 


HL KOUNSTAMM & COMPANY, INC. 


* PRISIDENT 


— By Auld A eee 


WARNER-JENKINSON COMPANY 


Gees Poe ge 


EXHIBIT 6 
{Annexed to foregoing Affidavit] 


Licénse reement 


LICENSE AGREEMENT . : 


THIS AGREEMENT, made as of this ist day of Yvarch 1875, 


by and between ALLIED CHEMICAL CORPORATION, a corporation 
organized and existing under the laws of the State of Kew York 

and having a place of business at Coluzbia Road and Park Avenze, 
Morris Township, New Jersey (hereinafter referred co as "Licensor®) 
and WARNER-JENKINSON COMPANY, a corporation of the State of 
Missouri having a principal place of business at 2526 Baicwin 


Street, St. Lovis, Missouri (hereinafter referredc to as *ticensee") 


WITNESSETHE: 


WHEREAS, Licensor is the owner of Uniteeé States Patent 


Dyestuffs for Edible Compositions,” and United States Patent ‘%o. 
3,640,733 to G. E. Rast et al., “Edible Substrates Coloreé With 


Monoazo Dyestuffs," and’ | - 7 : 


° 
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WHEREAS, Licensee is desirous of obtaining non-excirsive 


licenses under the aforesaid patents upon the terms and cencitions 


hereinafter set forth, and Licensor is desirous of granting such 


licenses, : 
NOW, THEREFORE, in consideration of the prezises and 
the,mutual covenants and agreements hereinafter recited, the 


parties hereto agree as follows: 
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ARTICLE I 
DEFINITIO:S 

1.1 “Licensed Food Colors” shall mean specifically 
F.D.&C. Reed No. 40 ané all colors described and claimed in 
United States Patent No. 3,519,617. 

1.2 “Licensed Compositions” shall mean all colored 
compositions ¢escribed and claireé in United Stctes Patent 
No. 3,640,733. 

1.3 "Primary Colors” ‘shall nean pure color additives 
possessing the specifications as reovired for certification 
by the Unitec States Food and Drug Administration. 

1.4 °Seconéary Colors” shall nean mixtures of two 
or more Primary Colors, or one or nore Prirary Colors and one 
or more diluents approved by the United States Food and Drug 
Administration, such as sugar, salt and glycerine. 


1.5 “Lakes” shall mean Primary Colors extenéeé on 


substrata by adsorption, coprecipitation, or chezical combination 


that does not incluce any combination of ingredients mace by 
simple mixing processes. 

1.6 "Net Sales Price” shall mean the invoice price 
at which Licensed Food Color was solé by Licensee. Such Net 
Sales Price shall be computed on the basis of the amount actually 
billed by Licensee to customers on sales of Licensee Food Colors, — 
f£.0.b. factory, after deduction of normal and customary food 


color industry discounts, but before Geduction of any other 


agent's cormnissions. 


1.7 “Aggregate Net Sales Price” shall mean the weighte¢ 
average Net Sales Price of all Licensed Food Colors sold as 


Primary Colors in a given calendar quarter. 


ARTICLE II. 
GRANT OF LICENSES 

2.1 Licensor hereby grants to Licensee non-exclusive 
licenses, without the right to sublicense others, uncer Unitec 
States Patents Nos. 3,519,617 and 3,640,733 to manufacture, 
to use and to sell, and to have manufactured for use and sale 
by Licensee, Licensed Food Colors and Licensed Compositicns 
in the United States, its territories and possessions, tccether 
with the right to pass on to Licensee's purchasers of Licensed 
Food Colors inmunity from liability for infringement of United 
States Patent No. 3,640,733 with respect to Licensed Feo¢ Colors 
on which soyelce is paid as provided for herein. 

2.2 The term of the licenses herein grantecé shall 
‘be co-extensive with the lives of said United States patents, 
unless sooner terminated as hereinafter proviced. 


2.3 No right or license, express or implie¢, is 


hereby granted to Licensee under any patent other than those 


specifically recited in this Article. 
ARTICLE IIT 
ROYALTICS 
362 (a) Licensee shall pay to Licensor at the tires 
‘ and in the manner specified herein a running royalty of 17-1/2% 
of the Net Sales Price, as herein defined, receiveée by Licensee 
for Licensed Food Colors manufactured by or for Licensee anc sold 


as Primary Colors by Licensee. 


(b) Licensee shall pay to Licensor at the times 
and in the manner specitied herein a running royalty of 17-1/2t, 
computed in accordance with paragraph 3.2, with respect to Primary 
Colors manufactured by or for Licensee and sold by Licensee in 
Secondary Colors, Lakes or Licensed Compositions, including but 
not limited to flavors, foodstuffs, beverages and wrapping © 
materials in which such Primary or Secondary Colors cr Lakes are 
used as color additive: 

(c) Only one royalty shall be payable with respect 
to Licensed Food Colors sold as Primary Colors by Licensee or sold 
by Licensee in Secondary Colors, Lakes or Licensed Compositions, 
irrespective of the source of manufacture of such Licensed Food 


Colors. Royalties shall not be payable by a License with respect 


to Licensed Food Colors as to which a royalty nas been previously 


paid by another Licensee. 


(a) Royalties previously paid upon Licensed 


Food Colors sold as Primary Colors and in Secondary Colors, 
Lakes or Licensed Compositions returned for credit shall 
be credited against royalties due in the future. 

3.2 Royalty payments for Licensed Food Colors sold by 
Licensee in Secondary Colors, Lakes or Licensed Compositions, as 
Gescribed in paragraph 3.1 (b), shall be based on the number of 
pounds of Licensed Food Colors included by Licensee in Secondary 
Colors, Lakes or Licensed Compositions. The royalty on any such 
sales by Licensee shall be based upon the Aggresate Net Sales 
Price of Licensed Food Colors sold as Primary Colors ¢uring the 
preceding full calendar quarter, or if there were no such sales 
of Licensed Food Colors as Primary Colors in sucn calendar . 


quarter, then during the calendar quarter when last sold. 
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3.3 In order to assure to Licensor the full royalty. 
payments conterplated in this Agreement, the Licensee agrees 
that in the event any Licensed Food color shall be sold or S 
transferred either (a) to « corporation, firm, cz association 
which, or indivicual who, owns a controlling interest in. Licensee 
by stock ownership or otherwise, or (b) to a corporation, firn, 
or association in which the Licensee or its stockholders own 
a controliing interest by stock ownership or otherwise, or 
(c) to any other cerporation, firm or association controlled 
by Licensee, the royalties to be paid shall be computed upon 
Net Sales Price as above defined. os : < 
3.4 Licensee's obligation to report and pay royalties 
shall commence with Licensed Food Colors sold on or after March ie. 


1975, irrespective of the date when such Lic. ased Food Colors 


pay to Licensor wit'‘n thirty days of the last day of each 


of the months of February, May, August and Noverber of each 


| 
were manufactured. A sale shall be deemed to have taken place E 
on the billing date or the shipping date, whichever occurs f 
first. es 
3.5 The royalties specified herein shall be éue 
and payable to Licensor for each Quarter, and Licensee shall | 
| 
{ 


year the total amount of royalties 80 due on account of its — 
operations during the preceding quarter. Each such quarterly 
royalty payment shall be accumpanied by a written statement 
‘setting forth (1) the Net Sa.es Price of Licensed Food Colors 
sola by Licensee as Primary Colors during the preceding quarter 
and the amount of royalties due thereon; and (2) the Aggregate 
Net Sales Price of Primary Colors sold by Licensee in Secondary 
Colors, Lakes or Licensed Compositions and the amount of royalties 


due thereon. 
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3.6 Licensee shall prepare and keep accurate and 
complete books and records relating to the manufacture and 
sale cf Licensed Food Colors sold as Primary Colors and in 
Secondary Colors, Lakes and Licensed Compositions in sufficient 
detail to enable Licensor to verify the correctness of each 
such written quarterly statement and the royalties based thereon, 
and to this end shall permit an independent certified public 
gocountant selected and paid for by Licensor, except one to 
whom Licensee has some reasonable objection, to have access 
to the aforementioned books and records at all reasonable times 
Guring ordinary business hours for the purpose of determining 


or verifying the royalties due Licensor hereunder. Such books 


and records shall be retained by Licensee for a period of six 


years. 


ARTICLE IV 
TERMINATION 
4.1 Licensee shall have the right to terminate this 
Agreement at any time after the second anniversary hereof by , 
giving Licensor not less than sixty (60) days' notice in writing 
to that effect. 
4.2 Licensor shall have the right to terminate this 
Agreement in its eaverets upon giving Licensee not less than 
| sixty (60) days' notice in writing to that effect, in the event 
| Licensee shall Gefault in the performance of any of the covenants 
or conditions of this Agreement’ on its part to be performed 
1 and shall nci. remedy such default in the sole judgment of Licensor 


i within sixty (69) Gays of the date of such notice. 


| 
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4.3 In the event that Licensee is adjucged a bankrupt, 


or if a trustee or receiver of its property is appointed by 
any Court of competent jurisdiction, or if Licensee shall make 
any assignment for the benefit of creditors, this Agreement 
may, at Licensor's option, be terminated forthwith. 

'4.4 Termination of this Agreement shall not relieve 


Licensee of any oblications to pay royalties or other oblicetions 


incurred hereunder prior to the effective cate of such termination. 


ARTICLE V 
PATENT MARKING 
' 5. Licensee shall place the following notice on 
all containers of Licensed Food Colors (in the form of Primary 
Colors, Seconéary Colors or Lakes): “Licensed Under United 


States Patent No. 3,519,617." 


. ARTICLE VI 
FAVORED LICENSEE PROTECTION 
6.° If Licensor should enter an agreement granting 
rights under the patents licensed hereunder to a third person, 
Licensor shall notify Licensee of saidé agreerent and its terms. 
Licensee shall have the right to any more favorable terms with 
respect to Licensed Food Colors and Licensed Compositions sold 
or used subsequent to the date of such other agreement provided 


that Licensee accepts all other terms of suc}. other agreement. 


“Whe fair and reasonable value of any rights Licensor may receive 


in accordance with such other agreement shall be given considera- 


: tion in determining if the terms are nore favorable than those 


afforded to Licensee by this Agreenent. 
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ARTICLE VII 
OTHER ADJUDICATIONS 


7. In the event that the patents licensed hereunder 


are held invalid, or interpreted in such a manner as not to 
cover Licensee's activities, by any Court of final juriséiction 
from whose decision no appeal has or can be taken, Licensee's 


obligation to pay royalties shall be terminated forthwith. 


ARTICLE VIII 
ASSIGNIENT 
8. This Agreement and the lcetess herein granted 
(a) shall be binding upon and inure to the benefit of each 
| of the parties hereto, and their respective subsidiaries, (b) 
shall be assignable by Licensor, and (c) shall be assignable 
by Licensee to a successor of Licensee's entire business of 
manufacturing food-grade dyestuffs. Any other purrorted assign- 
ment by Licensee without the written consent of Licensor shall 


be peaeGs 


ARTICLE IX 


ee ee ee 
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S$. This Agreement shall be governed by and construed 


in accordance with the laws of the State of New York. 


ARTICLE x 
ENTIRETY OF AGREESENT 
10. This Agreement. constitutes the entire understand- 
ng between the parties hereto with respect to the subject 


tter hereof, and there are no understandings or representations, 


Pa 
express or implied, not expressly set forth herein. No modifica- 
tion, extension or waiver of any provision hereof or any release 


of any right hereunder shall be valid unless the same is in 


writing and is executed by.both parties hereto. 


ARTICLE XI 
NOTICES 
ll. Any notice, payment or communication to be given 
hereunder shall be sent by certified mail, postage prepaic, 
and addressed as follows: 
If to Licensor: 
. Allied Chemical Corporation 
Specialty Chemicals Division 
P.O. Box 1057R 
Morristown, New Jersey 07960 
‘Attention: Comptroller 


If to Licensee: 


A tate e Oremomee: same sees ce ee 


Warner-Jenkinson Company 
2526 Baldwin Street 

St. Louis, Missouri 63106 
Attention: Comptroller 


or to such other address as either party shall have specified 


by notice to the other. 


ARTICLE XII 
" MISCELLANEOUS | 
12.1 Nothing herein shall be construed: (a) as a. 
representation by Licensor that Licensed Food Colors or Licenseé 
| Compositions are free of patent infringement claims of a third 
party; or (b) as a commitment by Licensor to hold Licensee 
‘ or any of its customers harmless from third party patent infrince- 


- ment claims; or (c) except as specified in paragraph 12.2, 


as e commitment by Licensor to prosecute infringement by third 
parties of the gaveuts licenseé hereunder. 

12.2 At any time during the term of. this Agreerent 
should United States Patent No. 3,519,617 be infringed by the 
substantially continuous sale or offer for sale of non-licensed 
Food Colors for a period of six (6) months after Licensor receives 
written notice from Licensee of such infrincement, Licensee shall 
have the right to withhold the payment of royalties to Licenser 
until such tire as Licensor abates such infrinsement by: 


(a) the grant of a license to such infrinser, 


(b) compelling the infringer to stop such infrince- 
ment, or . 
(c) filing suit to terminate such infringement. 
Licensor shall certify in .riting to Licensee of the 
gbatexent of such infringement before the expiration of the 
six month period from the date of Licensee's notice to Licensor 


of such infrincement. 


In the event that iterece files suit to terminate 


sack infringement, or otherwise asserts its patents against such 
an.infringer, Licensee shall deposit the royalties due hereuncer 
in an interest-bearing escrow account administered by a mutually 
agreeable escrow agent until ssch time as the suit is brought 
‘toa final judgment, settled or othervise disposed of. If ina 
judgment rendereé by any Court of final jurisdiction from whese 
Gecision no appeal has or can be taken, the patent or patents in 
[eere is or are declared invalid, unenforceable or interpreteé 
eet to cover any activity of Licensee, then rovalties depositese 


\ by Licensee in escrow, together with accrued interest, shall te- 


10 


. 


returned to Licensee. . Ifa judgnene rendered by any Court of 
final jurisdiction from whose decision no appeal has or can be 
‘taken results in an injunction terminating such infringement, 
then royalties deposited by Licensee in escrow, together with 
accrued interest, shall be paid over to Licensor. If the 
sertlement or termination of such suit includes a settlement 


for infringement during the period between notice by Licensee 


eae eee essceam ae ene comm ++ 


of such infrinsement and the effective Gate of such settlement 
("The Period") at a royalty rate lower than 508 of the then 
current royalty rate, Licensor shall be paid royalties from the 
escrow account at a royalty rate of 50% of such then current 
royalty rate for The Period, together with pro rata interest 
accrued thereon; the remainder of such escrow account shall be 
returned to Licensee. If the settlenent or termination of such 
suit includes the grant of a license at any royalty rate lower 
than the then current royalty rate, Licensee's future operations 
under this Agreement shall be governed by the lower royalty rate 
stated in the license ee aneed pursuant to the settlement or 
termination of such suit. Licensor may fulfill its obligation 
hereunder by bringing and prosecuting only one suit at a time. 
12.3 Licensee shall have no rights with respect to 


use of any trademark or trade name of Licensor in any manner 
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in connection with the manufacture, use or sale of Licensed Fooe 


Colors or Licensed Compositions. 


IN WITNESS WHEREOF, the parties hereto have caused 
$ 


SOs extn Gane -o 


this Agreement to be executed in duplicate by their representatives 


} @uly authorized and their respective corporate seals to be here- 


unto affixed as of the day and year first above written. 


we 


ALLIED CHEMICAL ee jae 


ar, a 
4 AL ( fe ob 
Assistant Secretary 


WARNER-JENKINSON COMPANY 
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EXHIBIT 7 
{[Annexed to foregoing Affidavit) 


License Agreement 


LICENSC AGPLEVENT 


THIS AGRELICNT, made as of this lst day of Yarch 1975. 
by and between ALLIED CHEMICAL CORPOPATIO!, a corporation 
organized and existing under the laws of the State of New York 
and having a place of business at Columbia Road and Park avenu?, 
Morris Township, New Jersey (hereinafter referred to as “Licenso="). 
and H. KOHNSTAMM & COMP2.NY, INC., a coveoretion of the State of 


New York having a principal place of business at 161 Avenre of 


the Americas, New York, New York (hereinafter referred to as ; 
“Licensee"). ; . | 


WITNESSETH: 


WHEREAS , picapaor 4s the owner of Unitec States Patent 
No. 3,519,617 to G. E. Rast et al., "Red Pheny1-Azo-Naphthol 
Dyestuffs for Edible Compositions," and United States Patent No. 
3,640,733 to G. E. Rast et al., “Edible Substrates Colored With 


Monoazo Dyestuffs," and ‘ 


WHEREAS, Licensee is @esirous of obtaining non-exclusive 


ed aon oe 
a nemmenen 


licenses under the aforesaid patents upon the terms and conditions 


hereinafter set forth, and Licensor is desirous of granting such 


iicenses, 


NOW, THEREFORE, in consideration of the premises and °* 
the. mutual covenants and agreements hereinafter recited, the 


parties hereto agree as follows: 
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ARTICLE I 
DEFINITIONS 

1.1 “Licensed Food Colors" shall rean specifically 
F.D.&C. Red No. 40 and all colors é6escribed and claimed in 
United States Patent No. 3,519,617. 
1.2 “Licensed Compositions® shall mean all colored 
compositions cescribed and claimeé in United States Patent 
No. 3,640,733. 

1.3 “Primary Colors" shall mean pure color additives 
possessing the specifications as requireé for certification 
by the United States Food and Drug Administration. 


1.4 “Secondary Colors” shall mean mixtures of two 


or more Primary Colors, or one or more Prirary Colors and oze 
or more Giluents approved by the United States Food and Drug 


Administration, such as sugar, salt and glycerine. 
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1.5 “Lakes” shall mean Primary Colors extended on 


eT SO 


j substrata by adsorption, coprecipitation, or cherical conbination . 
| enat does not include any combination of ingredients made dy “ 
simple mixing processes. 

1.6 “Net Sales Price" shall mean the invoice price 
hag which Licensed Food Color was sold by Licensee. Such Met 
ize Price shall be computed on the basis of the amount actually 

[billed by Licensee to customers on sales of Licensed Fooé Colors, 


f£.0.b. factory, after deduction of normal and customary food 


ose ee 


color industry discounts, but before Geduction of any other 


‘dtems, including but not limited to freight allowances ené 


5, ese . ~ ee + oe ool 
ee OS CLS | LS LCS 


eam -en-e- 058: 


agent's comnissions. 
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1.7 “Aggregate Net Sales Price® shall mean the weightec 
average Net Sales Price of all Licensed Food Colors sold as 
; Primary Colors in a given calendar quarter. 
ARTICLE ITI 
GRANT OF LICLI?:SES 
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2.1 Licensor hereby grants to Licensee non-exclusive 
licenses, without the right to sublicense others, uncer Unitec 
States Patents Nos. 3,519,617 and 3,640,733 to ranufacture, 
to use and to sell, and to have manufactured for use and sale 
by Licensee, Licensed Food Coloca ana Licensed Compositions 
in the United States, its territories and possessions, together 
with the right to pass ont ~icensee's purchasers of Licensed 
Food Colors immunity from liability for infringement of United 
States Patent No. 3,640,733 with respect to Licensed Fooc Colors 
on which royalty is paid as provided for herein. 

2.2 The term of the licenses herein granted shall 


be co-extensive with the lives of saié United Stetes patents, 


unless sooner terminated as hereinafter provided. 


2.3 No right or license, express or implied, is 
hereby granted to Licensee under any patent other than those 


specifically recited in this Article. 


ARTICLE III 
ROYALTIES 
3.1 (a) Licensee shall pay to Licensor at the tires 
! and in the manner specified herein a running royalty of 17-1/2% 
i of the Net Sales Price, as herein defined, received by Licensce. 
for Licensed Food Colors manufactured by or for Licensee and sold 


as Primary Colors by Licensee. 


(b) Licensee shall pay to Licensor at the times 
and in the manner specified herein a running royalty of 17-1/2t, : 
computed in accordance with paragraph 3.2, with respect to Primary 
Colors manufactured by or for Licensee and sold by Licensce in 
Secondary Colors, Lakes or Licensed Compositions, including but 


not limited to flavors, foodstuffs, beverages and wrapping 


materials in which such Primary or Secondary Colors or Lakes are 


used as color additives. 

(c) Only one royalty shall be payable with respect 
to Licensed Food Colors sold as Primary Colors by Licensee or solé 
by Licensee in Secondary Colors, Lakes or Licensed Compositions, 
irrespective of the source of manufacture of such Licensed Pood 
Colors. Royalties shall not be payable by a Licensee with respect 
to Licensed Food Colors as to which a royalty has been previously 
paid by another Licensee. 

; (a) Royalties previously paid upon Licensed 
Food Colors sold as Primary Colors and in Secondary Colors,. 
Lakes or Licensed Compositions returned for credit shall 
be credited against royalties due in the future. 

3.2 Royalty payments for Licensed Food Coiors sold by 
Licensee in Secondary Colors, Lakes or Licensed Compositions, as 
Gescribed in paragraph 3.1 (b), shall be based on the number of 
pounds of Licensed Food Colors included by Licensee in Secondary 
Colors, Lakes or Licensed Compositions. The royalty on any such 
sales by Licensee shall be based upon the Aggregate Net Sales 
Price of Licensed Food Colors sold as Primary Colors during the 
preceding full calendar guarter, or if inere were no such sales 
of Licensed Feod Colors as Primary Colors in such calendar 


quarter, then during the calendar quarter when last sole. 


3.3 In order to assure to Licensor the full royalty 
payments contemplated in this Agreement, the Licensee agrees 
that in the event any Licensed Food Color shall be sold or 
transferred either (a) to a corp ‘ation, firm, or association 
which, or individual who, owns a controlling interest in Licensce 
by stock ownership or otherwise, or (b) to a corporaticn, :fira, 
or association in .. che Licensee or its stockholders own 
a controlling interc . by stock ownership or otherwise, or 
(c) to any other corporation, firm or association controlleé 
by Licensee, the royalties to be paid shall be computed upon 
Net Sales Price as above defined. 

3.4 Licensee's obligation to report and pay royalties 
shall commence with Licensed Food Colors sold on or after March l, 
1975, irrespective of the date when such Licensed Food Colors 
were manufactured. A sale shall be deemed to have taken place 
on the billing date or the shipping date, whichever occurs 
first. 


3.5 The royalties specified herein shall be cue 


‘and payable to Licensor for each quarter, and Licensee shall 
pay to Licensor within thirty days of the last day of each 

of the months of February, May, August and November of each 
year the total amount of royalties so due on account of its 
operations during the preceding guarter. Each such pancaid 
woyacty payment shall be accompanied by a written statement 
setting forth (1) the Net Sales Price of Licensed Food Colors 
sold by Licensee as Primary Colors during the preceding quart i: 
and the amount of royalties due thereon; and (2) the Aggre, "te 
Net antes Price of Primary Colors sold by Licensee in Seconéary 
| colors, Lakes or Licensed Compositions and the amount of royalties 


dave thercon. 


3.6 Licensee shall prepare and keep accurate and 
complete books and records relating to the manufacture and 
sale of Licensed Food Colors solé as Primary Colors and in 
Secondary Colors, Lakes and Licensed Compositions in sufficient 
detail to enable Licensor to verify the correctness of each 
such written quarterly statement and the .oyalties based thereon, 
and to this end shall permit an independent certified public 
accountant selecteé and paid for by Licensor, except one to 
whom Licensee has some reasonapie objection, to have access 


to the aforementioned books ane recorcs at all rea unable tines 


“@uring ordinary business hours for the purpose of determining 


or verifying the royalties due Licensor hereunéer. Such books 
and records shall be retainee by Licensee for a period of six 


years. 


ARTICLE IV . 
“TEPMINATIC? | 

4.2 Licensee shall have the right to terminate this 
' Agreenent at any time after the second anniversary hereof by 
giving Licensor not less than sixty (60) days' netice in writing 
to that effect. 
4.2 Licensor sha)i have the right to terminate thic 
Agreeme it in its entirety upon givin; Licensee not less than 
sixty (60) days! notice in writing to that effect, in the event 
Licensee shail default in the performance of any of the co: emants 
or conditions of this Agreement on its part to be performed 
and shall not remedy such default in the sole judgment of Licensor 


within sixty (60) days of the date of such notice. 


. . . 


4.3 In the event that Licensee is adjudged a bankrupt, iy 
j or if a trustce or receiver of its property is appointed by 
any Court of competent jurisdiction, or if Licensee shall make 
any. assignment for the benefit of creditors, this Agreement 
may, at Licensor's option, be terminated forthwith. 
4.4 Termination of this Agreement shall not relieve 
Licensee of any obligations to pay royalties or other obligations 


incurred hereunéer prior to the effective date of such terminaticn. 


ARTICLE V 
PATENT MARKING 


5, Licensee shall place the following notice on 


all containers of Licensed Food Colors (in the form of Primary 


Colors, Secondary Colors or Lakes): “Licensed Under United 


States Patent No. 3,519,617." 


ARTICLE VI 
FAVORED LICENSEE PROTECTION 
6. ° If Licensor should enter an agreement granting 

rights under the patents lictnsed hereunder to a thi:d person, 
Licensor shall notify Licensee of said agreement and its terms. 
Licensee shall have the right to any more favorable terms with 
respect to Licensed Food Colors and Licensed Compositions sold 
or used subsecuent to the date of such other agreement provicee 
that Licensee accepts all other terms of such other agreement. 
“@he fair and reasonable vaiue of ay rights Licensor may rece. e 
in accordance with such other agreement shall be given cc .sider2- 
tion in determining if the terms are more favorable than those © 


affordcd to Licensee by this Agreement. 


ARTICLE VII 
OTNER ADJUDICATION ° 
7. In the event that the patents licensed hereunder 


| are held invalid, or interpreted in such a manner as not to 


ies Licensee's activities, by any Court of final jurisdiction 


from whose Gecision no appeal has or can be taken, Licensee's 


obligation to pay royalties shall be terminated forthwith. 


ARTICLE VIII 
“ASSIGNMENT 
8. This Agreement and the licenses herein granted 

(a) shall be binding upon and i: are to the benefit of each | 
of the parties hereto, and their respective subsidiaries, (b) 
shall be assignable by Licensor, and (c) shall be assignable 
by Licensee to a successor of Licensee's entire business of 
manufacturing food-grade dyestuffs. Any other purported assign- 
ment by Licensee without the written consent of Licensor shall 


be void. 


ARTICLE IX — 
LAW GOVERNING 
9, This Agreement shall be governed by and construed — 


in accordance with the laws of the State of New York. 


ARTICLE X 
ENTIRETY OF AGREEMENT 
10. ThiS Agreerent constitutes the entire understané- 
ing hetween the parties hereto with respect to the subject 


: é 
matter hereof, and there are no uhderstandings or representations, | 
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express or implied, not expressly set forth herein. No modifica- 


tion, extension or waiver of any provision hereof or any release 
of any right hereunder shall be valid unless the same is in 


writing and is executed by. both parties hereto. 


ARTICLE XI 
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NOTICES 
11. Any notice, payment or communication to be given 
hereunder shall be sent by certified mail, postage prepaid, 
and addressed as follows: 
If to Licensor: 
Allied Chemical Corporation 
Specialty Chemicals Division 
P.O. Box 1057R 


Morristown, New Jersey 07960 
‘Attention: Comptroller 


eae . arson cece Geeeme sees +: 


If to Licensee: 


"H. Kohnstamm & Company, Inc. 
161 Avenue of the Americas 


pe New York, New York 10013 
Attention: Comptroller . 
or to such other adéress as either party shall have specified 

| 
i 


by notice to the other. 


ARTICLE XII 
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* MISCELLANEOUS» 


12.1 Nothing herein shall be. construed: (a) as a- 


representation by Licensor that Licensed Food Colors or Licensed 
Compositions are free of patent infringement claims of a third 
party; or (b) as a commitment by Licensor to hold Licensee 

or any of its customers harmless from third party patent infringe- 


| ment claims; or (c) except as specified in paragraph 12.2, . 


as a commitment by Licensor to prosecute infringement by third 
parties of the patents lice:sed hereunder. 

: 12.2 At any time during the term of this Agreement 
should United States Patent No. 3,519,617 be infringed by the 
substantially continuous sale or offer for sale of non-licensed 
Food Colors for a period of six (6) months after Licensor receives 
written notice from Licensee of such infringement, Licensee shall | 
have the right to withhold the payment of reyalties to Licensor 


until such time as Licensor abates such infringement by: 


(a) the grant of 1 license to such infringer, 


(b) compelling the intringer to stop such infringe- 


ment, or 
(c) filing suit to terminate such infringement. 
Licensor shall certify in writing to Licensee of the 
abatement of such infringement before the expiration of the 
six month period from the date of Licensee's netice to Licensor 
of such infringement. 
| In the event that Licensor files suit to terminate 
such infringement, or otherwise asserts its patents against such 
an infringer, Licensee sf*11l deposit the royalties cue hereunder 
in an interest-bearing escrow account administered by a mutually 
agreeable escrow agent until such time as the sate is brought 
to a final judgment, settled or otherwise disposed of. If ina 
“judgment rendered by any Court of final jurisdiction from whose 
@ecision no appeal hus or can be takn, the patent or patents.in.. 
suit is or are declared invalid, unenforceable or interpreted : 
| not to cover any activity of Licensce, then royaltics acpositcd 


by Licensee in escrow, together with accrued interest, shall be 


returned to Licensee. If a judgment rendcred by any Court of 
final jurisdiction from whose decision no appeal has or can be 
taken results in an injunction terminating such infringement, 
then royalties deposited by Licensee in escrow, together with 
accrued interest, shall be paid over to Licenser. If the 
settlement or termination of such suit includes a settlenent 
for infringement during the period between notice by Uicensee 
of such infringement and the effective date of such «ettlerzent 
("The Period") at a royalty rate lower than 50% of the then 
current royalty rate, Licensor shall be paid royaities from the 
escrow account at a royalty rate of 50% of such then current 
royalty zate for The Period, together witn pro re*:, interest 
accrued thereon; the cemainder of such escrow account shall ke 
returned to Licensee. If the settlement or termination of such 
suit includes the grant of a license at any royalty rate lower 
| than the then current royalty rate, Licensee's future operations 
unger this Agreement shall be governed by the lower rovelty rate 
stated in the license granted pursuant to the settilenert o> 
termination of such suit. Licénace may fulfill its oblicaticn 
i 
12.3 Licensee shall have no rights with respect to 
use of any trademark or trade name of Licensor in any manner 
in connection with the manufacture, use or sale of Licenseé Food 
{Colors or Licensed Compositions. 


IN WITKESS WHEREOF, the parties hereto have caused¢ 


7 
t 
t 
‘ 
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ithis Agreement to be executed in duplicate by their representatives 


ll 
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duly authorized and their respective corporate seals to be here- 


| unto affixed as of the day and year first above written. 


ALLIED CHEMICAL CORPCRATION 


i ATTEST: 


(QF I epee 
Assistant Secretary 


H. KOBNSTAMM & COMPANY, INC. 


By e uM p v4 KiB Teerrrn 


PRESIDENT 


EXHIBIT 8 
[Annexed to foregoing Affidavit] 


License Agreement 


LICENSE AGREEMENT 5 . ML 
THIS AGREEMENT, made as of this/5” day of )« ll 

71976, by and between ALLIED CHEMICAL CORPORATION, a Corporation 

organized and existing under the laws of the State of New York 

| and having a place of business at Columbia Road and Park Avenue, 

| Morris Township, New Jersey (hereinafter referred to as "Licensor" 

j and STERLING DRUG INC., a Corporation of the State of Delaware, 

I having a principal place of business at 90 Park Avenue, New York, 

| New York 10016 (hereinziter referred to as "Licensee"). 


WITNESSETH: 


WHEREAS, Licensor is the owner of United States Patent 


} No. 3,519,617 to G.E. Rast et al., “Red Phenyl-Azo-Naphthol Dye- 


| stuffs for Edible Compositions,” and United States Patent No. 
13, 640,733 to G.E. Rast et al., “Edible Substrates Colored With 
| Monoazo Dyestuffs," and 


WHEREAS, Licensee is desirous of obtaining nen- 


| exclusive licenses under the aforesaid patents upon the terms and 
| conditions hereinafter set ‘orth, and Licensor is desirous of 
| granting such licenses, 
’ NOW THEREFORE, in consideration of the premises and 
| the mutual covenants and agreements hereinafter recited, the 
| parties hereto agree as follows: 
ARTICLE I 
DEFINITIONS 
i. 1 "Licensed Food Coloxs”. shall mean specifically 
lr.p. &C. Red No. 40 and all colors described and claimed in 
United States Patent No. 3,519,617. 
° 1.2 “Licensed Compositions" shall mean all coiored 
j compositions described and claimed in United States Patent io. 


3,640, °33. 


1.3 “Primary Colors" shall mean pure color additives 
possessing the specifications as required for certification 
by the United States Food and Drug Administration. | 

. 1.4 “Secondary Colors” shall mean mixtures of two 
or more Primary Colors, or one or more Primary Colors and one 
or more diluents approved by the United States Food and Prug 
hnialetration: such as sugar, salt and glycerine. 

1.5 “Lakes” shall mean Primary Colors extended on 
substrata by absorption, coprecipitation, or chemical combina- 
tion that does not include any combination of ingredients made 
by simple mixing processes. 

1.6 "Net Sales Price” shall mean the invoice price 
at which Licensed Food Color was sold by Licensee. Such Net 
Sales Price shall be computedon the basis of the amount 
actually billed by Licensee to customers on sales of Licensed 
Food Colors, f.o.b. factory, after deduction of normal and 


customary food color industry discounts, but before deduction - 


of any other items, including but not limited to freight allow- 


ances and agent's commissions. 

‘1.7 "Aggregate Net Sales Price® shall mean the 
weighted average Net Sales Price of all Licensed Food Solves. 
sold as Primary Colors in a given calendar quarter. 

_ GRANT OF LICENSES 

; 2.1 Licensor hereby grants to Licensee non-exclusive 
licenses, without the right to sublicense others, under United 
States Patents Nos. 3,519,617 and 3,640,733 to manufacture, 

[to use “and to sell, and to have manufectured for use and sale 
ley Licensee, Licensed Food Colors and Licensed, Compositions 

Hin the United States, its territories and possessions, together 
[with the right to pass on to Licensee's purchasers of Licensed 


Food Colors immunity from liability for infringement of United 
States Patent Wes 3,640,733 with respect to Licensed Food Colors 
on which royalty is paid as provided for herein. 
| 2.2 The tern of the licenses herein granted shall be 
1 co-extensive with the Lives of said United States patents, 

unless sooner terminated as hereinafter provided. 

2.3 No right or license, express Of implied, is 
hereby granted to Licensee under any patent other than those 
specifically recited in this Article. 

ARTICLE III 
ROYALTIES 

3.1 Within thirty (30) days after the date of this 
Agreement, Licensee shall pay to Licensor the total sum of One 
Hundred Thousand Dollars ($100,000) which shall be non-refund- 
able and not creditable against the running royalties provided 
fo€ herein: aes 

; 3.2 (a) Licensee shall pay to Licensor at the times 

ane in the manner specified herein a running royalty of 17-1/2% 

of the Net Sales Price, as herein defined, received by Licensee 

for Licensed Food Colors manufactured by or for Licensee and 
sold as Primary Colors by Licensee. 
(b) Licensee shall pay to Licensor at the times 

and in the manner specified herein a running royalty of 17-1/28 

computed in accordance with Paragraph 3.3. with respect to 

Primary Colors manufactured by or for Licensee and sold by 

Licensee in Secondary Colors, Lakes or Licensed Compositions, 

including but not limited to flavors, foodstuffs, beverages and 

wrapping materials in which such Primary or Secondary Colors oF 

Lakes ‘are used as color additives. 


(c) Only one royalty shall be payable with res- 


pect to Licensed "ood Colors sold as Primary Colors by Licensee 
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al 
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orc sold by Licensee in Secondary Colors, Lakes oc Licensed Com- 


| positions, irrespective of the source of manufacture of such 
] Licensed Food Colors. Royalties shall not be payable by a 


] Licensee with respect to Licensed Food Colors as to which a 


royalty has been previously paid by another Licensee. 

(6) Royalties previously paid upon Licensed 
Food Colors solé as Primary Colors and in Secondary Colors, 
Lakes or Licensed Compositions returned for credit shall 
be credited against royalties due in the future. 

3.3 Royalty payments for Licensed Food Colors sold 
by Licensee in Secondary Colors, Lakes or Licensed Compositions, 
as Gescribed in Paragraph 3.2 (b), shall be based on the number 
of pounds of Licensed Food Colors included by Licensee in 
Secondary Colors, Lakes or Licensed Compositions. The royalty 
on any such sales by Licensee shall be based upon the Aggregate 
Net Sales Price of Licensed Food Colors sold as Primary Colors 
Guring the preceding full calendar quarter, or if there were 
no such sales of Licensed Food Colors as Primary Colors in 
such PAS SHaSt quarter, then during the calendar ‘Quarter when 
last sold. 

3.4 In order to assure to Licensor ve full royalty 
payments contemplated in this Agreement, the Licensee agrees 
that in the event any Licensed Food Color shali be sold or 
transferred either (a) to a corporation, firm, or association 
which, or individual who, owns a controlling interest in 
Licensee by stock ownership or otherwise, or (b) to a corpor- 
ation, firm, or association in which the Licensee or its 1% 


stockholders own a controlling interest by stock ownership 


ha jor otherwise, or (c) to any other corporation, firm or 


passociation controlled by Lheaneen: the royalties to be . 
Aggregate 
Jae shall be computed upon/Net Sales Price as above defined. 


o4~ 


3.5 For the purpose of this Agreement, a sale shall 
| be deemed to have taken place on the billing date or the shipping 
| Gace, whichever occurs first. . 

. 3.6 The royalties specified herein shall be due 
and payable to Licensor for each quarter, and Licensee shall 
pay to Licensor within thirty days of the last day of each 
of the months of February, May, August and November of each 
year the total amount of royalties so due on account of its 
operations during the preceding quarter. Each such quarterly 
coyalty payment shall be accompanied by a written statement 
setting forth (1) the Net Sales briveret a inedeea feed coloce 
sold by Licensee as Primary Colors during the preceding quarter 
and ‘the amount of royalties due thereon; and (2) the Aggregate 
Net Sales Price of Primary Colors sold by Licensee in Secondary 
Colors, Lakes or Licensed -»mpositions and the amovnt cf 
royalties due thereon. , , 

3.7 Licensee s!all prepare and keep accurate and 

complete books and records detating to the manufacture and 
sale of Licensed Food Colors sold as Primary Colors and in 
Secondary Colors, Lakes and Licensed Compositions in sufficient 
Getail to enable Licensor to verify the correctness of each 


such written quarterly statement and the royalties based there- 


on, and to this end shall permit an- independent certified 


public accountant selected and paid for by Licensor, except one 


to whom Licensee has some reasonable objection, to have access 
to the aforementioned books and records at all reasonable tines 
during ordinary business hours fer the purpose of determining 
or verifying the royalties due Licensor hereunder. Such books 
and records shall be retained by Licensee for a period of six 


years. 


ARTICLE IV 
TERMINATION 

4.1 Licensee shall have the right to terminate this 
Agreement at any time after March 1, 1977 by giving Licensor not 
J less than sixty (60) days' notice in writing to that effect. 
| 4.2 Licensor shall have the right to terminate this 
Agreement in its wntizety upon giving Licensee not less than 
sixty (60) days' notice in writing to that effect, in the event 
Licensee shall default in the performance of any of the cove- 
j nants or conditions of this heseunent on its part to be performed 
and shall not remedy such default in the sole judgment of 
Licensor within sixty (60) days of the lista of pick mentee, 

4.3 in the event that Licensee is adjudged a bank- 
rupt, or if a trustee or receiver of its property is appointed 
by any Court of competent jurisdiction, or if Licensee shall make 
any assignment for the benefit of creditors, this Agreement may, 
fat Licensor's option, be terminated forthwith. . 
} 4.4 Termination of this Agreement shall not relieve 
Licensee of any obligations to pay royalties or other obligations 
‘i incurred hereunder prior to the effective date of such termina- 


tion. 


ARTICLE V 


PATENT MARKING 
5. Licensee shall place the following notice on all 
containers of Licensed Food Colors {in the form of Primary 
S ialnee Secondary Colors or Lakes): “Licensed Under Allied 
| Chemical's United States Patent No. 3,519,617." 
* ARTICLE v1 
FAVOR::: LICENSEF PROTECTION 


6. If Licensor should hereafter enter an agreement 


3. 407 
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granting rights under the patents licensed hereunder to a thira - 
person, Licensor shall notify Licensee of said agreement and its 
terms. Licensee shall have the right to any more favorable terms 
with respect to Licensed Food Colors and Licensed Compositions 
sold or used subsequent to the date of such other agreement pro-~ 
vided that Licensee accepts all other terms of suc... other agree- 
ment. The fair and reasonable value of any rigi...s Licensor ma.’ 
receive in accordance with such other agreement shall be given 
consideration in determining if the terms are more favorable than 
those afforded to Licensee by this Agreement. 
ARTICLE VII 
OTHER ADJUDICATIONS 

Pe oy the event that the patents licensed hereunder 

are held invalid, or interpreted in such a manner as not to 


cover Licensee's activities, by any Court of final jurisdiction 
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from whose decision no appeal has or can be taken, Licensee's 
obligation to pay royalties shall be serntnateh forthwith. 
: ARTICLE VIII 
ASSIGNMENT 
8. This Agreement and the licenses herein granted 
(a) shall be binding upon and inure to the benefit of each | 
of the parties hereto, and their eeaoeetive subsidiaries, (b) 
shall be assignable by Licensor, and (c) shall be 2ssignable 


by Licensee to-a successor of Licensee's entire business of 


See Ane A ET A TN. seer 


‘manufacturing food-:~ade dyestuffs. Any other purported assign- 
ment by Licensee without the written consent of Licensor shall 
be void. | 

ARTICLE IX 


a 
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LAW GOVERNING 


9. This Agreement shall be governed by. and construed 


in accordance with the laws of the State of New York. : 


-J= 
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ARTICLE X 
ENTIRETY OF AGREEMENT . 
10. This Agreement constitutes the entire understand- 
| ing between the parties hereto with respect to the subject 
| matter hereof, and there are no understandings or representa- 
| tions, express or implied, not expressly set forth herein. ‘No 
modification, extension or waiver of any provision hereof or 
| any release of any right hereunder shall be valid unless the 
| same is in writing and is executed by both parties hereto. 
ARTICLE XI 
NOTICES 
11. Any notice, payment or communication to be 
ican hereunder shall be sent by certified mail, postage pre- 
| paid, and addressed as follows: 
If to Licensor: 
Allied Chemical Corporation 
Specialty Chemicals Division 
P.O. Box 1057R 
Morristown, New Jersey 07960 
Attention: Comptroller 
If to Licensee: 
| Hilton-Davis Chemical Co. 
(Division of Sterling Drug Inc.) 
2235 Langdon Farm Road 
Cincinnati, Ohio 45237 


Attention: Comptroller 


jf or to such other address as either party shall have specified 


i by notice to the other. 
| _ ARTICLE XII 
MISCELLANEOUS 
12.1 Nothing herein shall be construed: (a) as a 
representation by Licensor that Licensed Food Colors or Licensed 
| Compositions a: 2 free of patent infringement claims of a — 
party; or (b) as a commitment by Lic. nsor to kold Licensee 


e 
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or any of its customers harmless from third party patent in- 
fringement claims; or (c) except as specified in Paragraph 12.2, 
as a commitment by Licensor to prosecute infringement by third 
parties of the satents licensed hereunder. 

12.2 In the event. that Curing the term of this 
Agreement U.S.P. 3,519,617 is inftinesd by sale of a color ées- 
cribed and claimed therein by an unlicensed third party, to 
such an extent as to interfere Sater sally with Licensee's sale 
of a Licensed Food Color, Licensee may notify Licensor in writing 
of such infringement giving written proof of the facts and of 
material damage to Licensee by reason of such infringement. If 
such infringement continues for six months after ‘auch written 
notice by Licensee to Licensor, and Licensor has” not during such 


interval 


(a) granted a license to such infringer, 


‘(b) compelled the infringer to stop such 
infringenent, or 

é (ec) filed suit to terminate such infringement, 
then and in that event, Licensee shal) be relieved of the obliga- 
tion to pay further royalties accruing thereafter until such time 
as Licensor shall have granted a license to said infringer, or 
until such infringement is actually terminated, or until Licensor 
shall have filed suit to terminate such infringement. Licensor 
may fulfill its obligations hereunder by bringing and prosecuting 
only one suit at a time and Licensee shall not be relieved of 
| the obligations to pay royalties hereunder so long as one such 
suit is prosecuted with reasonable Siligence by Licensor. 

!12.3 Licensee shall hae no rights with respect to 
use of any trademark or trade name of Licensor in any manner 
in connection with the manufacture, use or sale of Licensed 
Food Colors or Licensed Compositions. 
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IN WITNESS WHEREOF, the parties hereto have caused 


this Agreement to be executed in duplicate by their representa- 


| tives duly authorized and their respective corporate seals to be 
‘ | hereunto affixed as of the day and year first above written. 
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° 4 a e iA 
fe hos t o% fi: “Uli see 


: Assistant Secretary 
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STERLING DRUG INC. 
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LA LLC 

i _AsGZstant Secret 

| (F.J. Petrocelli, Sf.) 


(For ‘referral’ to Jud Z i 
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Civil Action No. 
76 Civ. 2744 (MET) 
N 
ALLIED CHEM 


DEPEND? NPIS 


EPENDANT MEMORAUDUMN IN SUPPORT OF ITS 
ROLE i2(b) (1) MOTION TO DISMITES THE COMPLAINT 
AND IN CPPOSITICN TO PLAINTIFTS' APPLICATION FOR 
AN ORSDR AUTHORIZING PLAINTIFFS TO DEPOSIT 
VALAIS IN ESCEOW DURIYG THE PENDENCY GP THIS ACTIC2 
cer ee ta ne Ah ene neh ig Et SNe 8 


FISH & NEAVE 


Attorneys for Defendant 
277 Park Avenue 
New York, Mew York 32017 
Tel. 212-826-1656 


OF COURSER: 


Pari Avenve 
ey York, New York 16917 
212-826-1650 
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THIS COURT I-ACKS JURISDicTION 
OVER THE SUBJECT MATTER OF THIS ACTION 


A. 


There Is No Actual, Justiciable 
Controversy Between the Parties, 
28 U.S.C. §§ 2201, 2202 


This Action Does Not Arise Under the 
Constitution, Laws or Treaties of the 
United States, Nor oes It Arise Under 


Any 


Act of Congress Relating to Patents, 


28 U.S.C. §§ 1331, 1338 


This Is Not an Action Bet*veen Citizens 
of Different States, 28 3.S.C. § 1332 


1. 


2. 


There Is No Complete 
Diversity of Citizenship 


Plaintiffs Cannot Substitute 
Intervention Procedures or 
Pendent or Ancillary Jurisdiction 
for Diversity Jurisdiction 


III. 


IV. 


» 


THERE EXISTS GOOD CAUSE WHY THIS 
COURT SHOULD NOT AUTHORIZE PLAINTIFFS 
TO DEPOSIT ROYALTIES IN ESCROW DURING 
THE PENDENCY OF THIS ACTION 


A. This Court Lacks Subject Matter 
Jurisdiction to Order the Relief 
Requested by Plaintiffs 


In Any Event, the Controlling Authorities 
Do Not Compel Deposit of Royalties in 
Escrow Under the Circumstances of this Case 


Deposit of Royalties in Escrow Would 
Be Prejudicial and Fundamentally Unfair 


1. The Escrow Would Prejudice Defendant's 
Statutory Rights to an Injunction and 
to Damaces Adequate tc Compensate for 
Infringement, 35 U.S.C. §§ 283, 284 


The Escrow Would Be Fundamentally 
Unfair 


CONCLUSION 
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UNITED STATES DISTRICT COURT, 
SOUTHERN DISTRICT OF NEW YORK 


ar orcrlorrorneereenaeew wee eee Be ee WX 


WARNER-JENKINSON COMPANY and 
H. KOHNSTAMM & COMPANY, INC., 
Plaintiffs, Civil Action No. 
Vv. 76 Civ. 2744 (MEF) 
ALLIED CHEMICAL CORPORATION, 


Defendant. 


DEFENDANT'S MEMORANDUM 1. SUPPORT OF ITS 
RULE 12(b) (1) MOT: ‘O DISMISS THE COMPLAINT 
AND IN OPPOSITION TO -INTIFFS' APPLICATION FOR 
AN ORDER AUTHORIZ1NL PLAINTIFFS TO DEPOSIT 
ROYALTIES IN ESCROW DURING THE PENDENCY OF THIS ACTION 
——— ME Bt ACTION 


I. INTRODUCTION 


This action is now before the Court on (a) plaintiffs' 
‘application for an order authorizing plaintiffs to deposit 
royalties in escrow during the pendency of this action and (b) 
defendant's Rule 12(b) (1) motion to dismiss plaintiffs' complaint 


for the lack of subject matter jurisdiction. We submit this 


memorandum, and the accompanying affidavit, in opposition to 


plaintiffs' application and in support of defendant's motion. 


Plaintiffs filed this action on June 22, 1976. That 
afternoon plaintiffs served defendant's counsel with - opy of 
the complaint and with a copy of an Order directing thea. defen- 
dant show cause why plaintiffs should not be authorized to 
deposit royelties in escrow du..ag the pendency of this action -- 
without breach of plaintiffs' obligations to pay royalties 
pursuant to license agreements entered into between plaintiffs 


and defendant in settlement of earlier litigation. 


Plaintiffs’ action seeks (a) a declara: ory judgment 


as to the validity, enforceability, and infringement of defen- 
dant's two patents relating to a red food color, (b) a 
declaratory judgment as to the validity and enforceability of 
license agreements entered into between the parties in settle- 
ment of plaintiffs' earlier actions for a declaratory judgment 

2s to the validity, etc., of defendant's two patents, (c) a 
‘udgment directing restitution of royalties paid by plaintiffs 
to defendant pursuant to their license agreements, (d) a judg- 
ment that royalties deposited by plaintiffs in escrow during 

the pendency of this action be returned to plaintiffs upon the 
conclusion of the action, (e) a judgment that defendant be en- 
joined from instituting any action against plaintiffs or their 
customers, either because of plaintiffs' deposit of royalties in 
escrow or because of plaintiffs' or their customers’ manufacture, 
use, or sale of the red food color for which royalties have been 
deposited in escrow, and (f) for damages and other relief said to 
result from defendant's alleged unfair competition in "collect- 


ing" the royalties paid by plaintiffs. 
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Plaintiffs contend that this Court has jurisdiction 


over the subject matter of this action "pursuant to 28 U.S.C. 


§§ 1331 [federal question], 1332 [diversity of citizenship] and 
1338 [patents and unfair competition]; 28 U.S.C. §§ 2201 and 2202 
[declaratory judgments]; and the pendent and ancillary juris- 
diction of the Court" (complaint, ¥ 5). Perhaps in recognition 
of the unfounded nature of their jurisdictional averments, plain- 
tiffs go on to aver that "Kohnstamm alternatively moves, and does 
hereby move, to intervene as a plaintiff in the action Warner- 
Jenkinson Company v. Allied Chemical Corporation and does hereby 
adept as its motion to intervene and its Complaint against Allied 
that set forth herein" (complaint, 4 6). 

Brief discussion of the relevant facts, which are 
set forth in the accompanying affidavit and to which we now 
turn, demonstrates that this Court lacks jurisdiction over the 
subjecce matter of this action and that plaintiffs should not 
be excused from their obligations to pay royalties to defendant 
pursuant to the license agreements entered into in settlement 


of the earlier litigation. 


A. The Parties 
It is clear that there is no complete diversity of 
citizenship because both plaintiff H. Kohnstamm & Company, Inc. 
("Kohnstamm") and defendant Allied Chemical Corporation (“Allied 
Chemical") are New York corporations, and thus citizens of the 
State of New York.* As admitted by plaintiffs in their complaint: 


s The authorities relating to the lack of diversity jurisdiction 
are discussed in Section II(C), infra. 
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Plaintifé Warner-Jenkinson Company ("Warner-Jenkinson") 


is a Missouri corporation (4 1); 

Plaintif£ Kohnstamm is a New York corporation (¥ 2); and 

Defendant Allied Chemical is also a New York corpo- 
ration (q 3). 

B. The Patents 

The two patents in suit are Allied Chemical's patent 
3,519,617 (the "'617" patent, which is entitled "RED PHENYL- 
AZO-NAPHTHOL DYESTUFFS FOR EDIBLE COMPOSITIONS" and which issued 
July 7, 1970) and Allied Chemical's patent 3,640,733 (the "'733" 
patent, which is entitled "EDIBLE SUBSTRATES COLORED WITH MONOAZO 
DYESTUFFS" and which issued February 8, 1972). 

Claim 6 of the '617 patent is directed to the chemical 
composition of a red food color known as F.D.& C. Red No. 40 
("Red 40") and claim 7 of the '733 patent is directed to foods 
colored with Red 40. (Copies of the two patents in suit are 
annexed to the accompanying affidavit as Exhibits 1 and 2.)* 

There is no justiciable controversy with respect to 
the validity, infringement, or enforceability of either patent 
in suit because, as made clear by the following discussion 
of the earlier declaratory judgment actions instituted by plain- 
tiffs, and the settlement of those actions, both plaintiffs are 


licensed under both patents in suit.** 


* Hereinafter, affidavit exhibits will be referred to by 
their exhibit number. 


ae The authorities relating to the lack of a justiciable 
controversy are discussed in Section II(A), infra. 


Cc. The Earlier Litigation 


Warner-Jenkinson and Kohnstamm instituted the earlier 
litigation on January 24, 1972, when each filed a separate action 
for a declaratory judgment as to the validity, enforceability and 
infringement of Allied Chemical's ‘617 patent.* Each complaint 
included a claim for alleged unfair competition. By "amended" 
complaints served February 8, 1972, the day the '733 patent issued, 
Warner-Jenkinson and Kohnstamm broadened their declaratory judg- 
ment actions to include the '733 patent. Allied Chemical counter- 
Claimed in each action for infringement of its two patents and 
the actions were ultimately consolidated. 

Extensive discovery was taken. Over a three-year period, 
27 witnesses were deposed and over 30,000 pages of documents were 
prcjuced. A pretrial order was entered by Judge Conner in 
January 1975 (Exhibit 3), and trial was set to commence on 
March 10, 1975. 

Comprehensive pretrial briefs, glossaries, etc. were 
exchanged on February 21, 1975. Discovery had established that 
there was no serious issue as to plaintiffs’ infringement of 
Allied Chemical's two patents, and that plaintiffs had willfully 
and deliberately begun to manufacture and sell Red 40 after Allied 
Chemical declined to grant either of them a license to do so. 

Trial commenced on March 10, 1975. Each party assembled 
and had in readiness an array of fact and expert witnesses. Ex- 
tensive files and exhibits were physically moved into Judge 


Conner's courtroom for use during trial. At the outset of trial, 


* H. Kohnstamm & Comvany, Inc. v. Allied Chemical Corporation, 
72 Civ. 301 (WCC) and warner-Jenkinson Company v. Allied Chemical 
Corporation, 72 Civ. 302 (WwcC). 
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however, Judge Conner called counsel for the parties into his rob- 


ing room, said that he had read the pretrial submissions of the 


parties, and actively initiated settlement discussions. There 


ensued a series of settlement meetings with Judge Conner, some- 
times with counsel for both sides present, sometimes with counsel 
for only one side present, and sometimes with only officers of 
the parties present. As a result, on March 11, 1975, the parties 
agreed in principle to settle their controversy on the basis of 
a $200,000 payment for past infringement and a royalty of 17-1/2% 


for continued manufacture, use and sale of Red 40. 


D. The Settlement Papers 

The parties negotiated detailed settlement papers over 
the next four-month period.* At first, Allied Chemical asked 
for a consent judgment. Plaintiffs declined to enter into a 
consent judgment with respect to defendant's two patents but 
agreed to a dismissal with prejudice as to plaintiffs' alle- 
gations of unfair competition and agreed that the license agree- 
ments, which were to be entered into in connection with the dis- 
missal without prejudice of plaintiffs' declaratory judgment 
actions, could not be terminated for two years. 

The bargain ultimately struck between the parties 
is embodied in four documents: 


i. Stipulation and Order signed by Judge 
Conner on July 23, 1975 (Exhibit 4); 


7 The parties exchanged numerous drafts and, in an effort to 
resolve issues in controversy between the parties, an additional 
settlement conference was held by Judge Conner on May 9, 1975. 
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Settlement Agreement, effective as of 
March 1, 1975, between Allied Chemical, 
Kohnstamm and Warner-Jenkinson (Exhibit 5); 


License Agreement, effective as of March l, 
1975, between Allied Chemical and Warner- 
Jenkinson (Exhibit 6); and 


License Agreement, effective as of March l, 
1975, between Allied Chemical and Kohnstamm 
{Exhibit 7). 


In return for a release from liability for past in- 


& 
fringement, Warner-Jenkinson and Kohnstamm agreed to pay Allied 


Chemical a lump-sum figure of $200,000 (Exhibit 5, @¥ 1, 2). 
Allied Chemical agreed to grant licenses under the '617 and '733 
patents, for plaintiffs' continued manufacture, use and sale of 
Red 40, at a royalty of 17-1/2% (Exhibit 5, 4 3; Exhibits 6 & 7, 
¢ 3.1). And Warner-Jenkinson and Kohnstamm agreed to release 
Allied Chemical from all liability based on plaintiffs‘ claims 
for alleged unfair competition (Exhibit 5, q 4). 

In accord with these agreements, on July 23, 1975, 
Judge Conner dismissed, without prejudice, Warner-Jenkinson's 
and Kohnstamm's declaratory judgment actions and Allied Chemical's 
counterclaims with respect to the '617 and '733 patents and dis- 
missed, with prejudice, Warner-Jenkinson's and Kohnstamm's claims 
for alleged unfair competition (Exhibit 4). 

The license agreements included customary provisions 
for termination by Allied Chemical in the event of non-performance 
by Warner-Jenkinson and Kohnstamm (Exhibits 6 & 7, 4 4.2). 
To prevent plaintiffs from promptly reinstituting their actions, 
the license agreements specified that Warner-Jenkinson and 
Kohnstamm could not terminate their obligations to pay royalties 


for two years (Id., @ 4.1). 


Significantly, neither license agreement authorized 
the deposit of royalties in escrow pendente lite in the event 
that either plaintiff contests the validity, etc. of the ‘617 
and 1733 patents. To the contrary, each license agreement ex- 
pressly provides that, in the event it is not terminated, the 
obligation to pay royalties terminates only after the licensed 
patents are held invalid, or interpreted in such a manner as not 
to cover the licensee's activities, by any Court of final juris- 
diction from whose decision no appeal has or can be taken 


(Exhibits 6 & 7, ¥ 7).* 


E. The Delistment of Red 2 
As we read paragraphs 16 and 17 of the complaint, 

plaintiffs contend that, although the 17-1/2% royalty was un- 
objectionable when plaintiffs agreed to pay it in settlement 
of the 1975 litigation, it has become “excessively high," and 
thus a “restraint of trade," a “misuse of patent rights" and 
“unfair competition" because the 1976 ban of F.D.& C. Red No. 2 
("Red 2") will resuit in more general use of Red 40 (complaint, 


qv 16-17). 


* The only condition under which plaintiffs are authorized 
to pay royalties into escrow is in the event that Allied 
Chemical files a suit, or otherwise asserts its patents, to 
terminate the sale or offer for sale of non-licensed red 40 
(Exhibits 6 & 7, ¥ 12.2). 


Plaintiffs’ contention is unsound as a matter of law. * 
In any event, the relevant facts make plain that plaintiffs were 
well aware of the possible delistment of Red 2, and the conse- 
quences with respect to Red 40, prior to settlement of the earlier 


litigation. As set forth in the proposed findings of fact 


plaintiffs submitted to Judge Conner, less than two weeks before 


Plaintiffs agreed to settle that litigation at the 17-1/2% royalty: 


= As stated, for example, in W. L. Gore & Associates, Inc. 
v. Carlisle Corp., 529 F.2d 614, a Oe; ), where the 
patentee had sought a 30% royalty, far higher than the royalty 
provision of the judicially-sanctioneda license agreements be- 
tween plaintiffs and Allied Chemical: 


"The general rule is that, absent any overriding 
unlawful conduct, 'A patent empowers the owner to 
exact royalties as high as he can negotiate with 

the leverage of that monopoly.' Brulotte v. Thys Co., 
379 U.S. 29, 33, 85 S.Ct. 176, 175, 13 L.Ed.24 99 
(1964); LaSalle Street Press, Inc. v. McCormick & 
Henderson, Inc., 445 F.cd 64, 9 7th Cir, 1)3 
Carter-wallace, Inc. vy. United States, 449 F.2da 1374, 


1383, 156 Ct.cl. 35 (1971). 


The fact that a 17-1/2% royalty is not excessively high 
is confirmed by the Hilton-Davis license agreement (Exhibit 8) 
in which, after the delistment of Rea 2, Hilton-Davis Chemical 
Co. (a division of Sterling Drug Inc.) agreed to pay $100,000 
plus a 17-1/2% royalty to manufacture, use and sell Red 40. 


"20. Shortly after the allowance of Allied's 
‘617 patent, but prior to the listing of the dye as 
an approved food color by the FDA, a Russian pub- 
lication reported that FD&C Red No. 2 (the most 
widely used food color in the U.S.) caused dele- 
terious health effects in test animals. Allied 
submitted copies of the Russian work to the FDA, 
together with English translations thereof. 


& * & 


"22. In October 1971, the FDA announced that 
it was going to either delist or severely restrict 
the use of FD&C Red No. 2 in the United States 
by December 31, 1971. The FDA announcement 
stunned the industry--both color manufacturers 
and users, and caused a precipitous decline in 
the manufacture and sale of FD&C Red No. 2 in 
the latter part of 1971. 


"23. If the FDA, as it had announced, pro- 
hibited or restricted the use of FD&C Red No.2, 
then FD&C Red No. 3 and FD&C Red No. 40 would have 
remained the only permissible red food dyes for 
unrestricted use in the United States. 


* & & 


"29. In 1964 the FDA announced that it was 
going to delist FD&C Red No. 4, a general purpose 
scarlet-red dye which at that time was sold in the 
quantity of about 300,000 pounds per year. About 
five years earlier, the FDA had delisted another 
scarlet-red dye, FD&C Red No. 1, which, at the time 
of its delisting, was sold at a rate of about 
200,000 pounds per year. 


xe 


"139. The FDA announcement, in late 1971, 
anticipating the delisting of FD&C Red No. 2 pro- 
duced a state of distress in the industry. FD&C 
Red No. 2 had been used for a half-century. The 
value of the food products in which FD&C Red No. 
was (and is) used has been estimated to be worth 
tens of billions of dollars in an average year. 
FD&C Red No. 40 appeared to be a replacement for 
FD&C Red No. 2 in many volume uses for red dyes. 


Although FD&C Red No. 3 was a’ © available, it 
suffered a stability deficienc, hen used in 
beverages and consequently coul¢t not be used as 
a substitute for FD&C Red No. 2 in the large 
market for red dyes in carbonated beverage use. 
Thus, FD&C Red No. 40, originally envisioned as 

a mere specialty color to replace FD&C Nos. 1 

and 4 became, in essence, the only red dye avail- 
able - by governmental fiat." 


THIS COURT LACKS JURISDICTION OVER THE 
SUBJECT MATTER OF THIS ACTION 


A. There Is No Actual, Justiciable 
Controversy Between the Parties, 


28 U.S.C. §§ 2201, 2202 

Declaratory judgments are provided for in Title 28, 

United States Ccde, Section 2201: 
"In a case of actual controversy within its 

jurisdiction, ... any court of the United States, 

upon the filing of an appropriate pleading, may 

declare the rights and other legal relations of 

any interested party seeking such declaration...." 

If there is no “actual controversy” the jurisdictional 
averments are appropriately challenged by a motion under Rule 


12(b) (1), F.R.Civ.P. For example, as stated by Chief Judge 


Edelstein in Hollywood Associates v. Morris, 13 F.R.D. 141, 142 


(S.D.N.Y. 1952): 


“In this action for a declaratory judgment 
on a patent matter, the defendant has moved to 
@ismiss upon the ground that there is no con- 
troversy between plaintiff and defendant. While 
not specifically labeled, the motion is one under 
Rule 12(b) (1) of the Federal Rules of Civil 
Procedure, 28 U.S.C.A., based upon a lack of 
jurisdiction over the subject matter. The 
existence of an actual controversy is necessary 
to establish jurisdiction under the Federal 
Declaratory Judgment Act, 28 U.S.C.A. §§ 2201, 
2202, and this motion is an appropriate manner 
to challenge the allegations of jurisdictional 
fact." 


Accord, Perry v. Continental Can Company, Inc., No. 78 Civ. 
4088 (S.D.N.¥. March 19, 1976). 


Like all declaratory judgment plaintiffs, if challenged, 


Warner-Jenkinson and Kohnstamm have the burden of establishing that 


they have met the “actual controversy" requirement of § 2201. E.g., 
McNutt v. General Motors &c. Corp., 298 U.S. 178, 189 (1936); 
Central Mexico Light & Power Co. v. Munch, 116 F.2d 85, 87 

(2 Cir. 1940). Whether or not plaintiffs satisfy that burden must 
be determined "on a case by case basis". Wembley, Inc. v. Superba 
Cravats, Inc., 315 F.2d 87, 89 (2 Cir. 1963). 

The Court of Appeals for this Circuit has made it plain 
in connection with declaratory judgment suits relating to patents 
that a charge of infringement must have been made, directly or 
indirectly, or at least that there be some reasonable apprehension 
of suit by the patent owner. E.g., Dr. Beck & Co. G.M.B.H. v. 
General Electric Company, 317 F.2d 538, 539 (2 Cir. 1963). Accord, 
Blessings Corporation v. Altman, 373 F.Supp. 802, 805 (S.D.N.Y. 
1974). 

Plaintiffs' complaint contains no averment to the effect 
that Allied Chemical has, at any time subsequent to the settlement 
of the prior litigation, renewed its charge that Warner-Jenkinson, 
Kohnstamm, or their customers have infringed the '617 or the ‘733 
patents. The fact is that Allied Chemical cannot make such a 
charge because plaintiffs have at all times since that settle- 
ment been licensed by Allied Chemical to manufacture, use and sel} 
Red 40 and to pass on to their customers immunity from liability 
for use of licensed Red 40 (Exhibits 6 & 7, 4 2.1). It is elemen- 


tary that a licensor cannot charge his licensee with infringe- 


ment as to the licensed product. W. R. Grace & Co. v. Union 
Carbide Corporation, 319 F.Supp. 307, 312 (S.D.N.¥. 1970); 
MacGregor v. Westinghouse Electric & Mfc. Co., 45 F.Supp. 236, 
237 (W.D.Pa. 1942), aff'd per curiam, 130 F.2d 870 (3 Cir. 1942). 
Thus it is clear that Allied Chemical did not, and as a matter of 


law could not, charge Warner-Jenkinson and Kohnstamm with infringe- 


ment by virtue of their manufacture. use or sale of Red 40. 

It is also axiomatic that Allied Chemical cannot sue 
plaintiffs or their customers for infringement of the licensed 
patents, for the manufacture, use or sale of Red 40, until such 
time as the existing license agreements are terminated. De Forest 
Co. v. United States, 273 U.S. 236 (1927); Arvin Industries, Inc., 
v. Berns Air King Corporation, 510 F.2d 1070 (7 Cir. 1975). 

Under closely related circumstances the Court of 
Appeals for the Third Circuit affirmed, inter alia, a District 
Court's dismissal of a declaratory judgment action brought by 
a licensee who sought to have the licensed patent declared 
invalid and not infringed. Thiokol Chemical Corp. v. Burling- 
ton Industries, Inc., 448 F.2d 1328 (3 Cir. 1971) ("Thiokol III"), 
cert. denied, 404 U.S. 1019 (1972), affirming in relevant part, 
313 F.Supp. 253 (D.Del. 1970) ("Thiokol I") and 319 F.Supp. 218 
(D.Del. 1970) ("Thiokol II"). 


In Thiokol I, suit had been brought by the licensee 


prior to termination of the license agreement. Judge Wright 


dismissed the complaint for lack of subject matter jurisdiction 
on the grounds that there was no justiciable controversy and 
the action did not arise under the patent laws. With respect 
to the first ground for dismissal,* Judge Wright stated (313 
F.Supp. at 255): 
"The purpose of a license agreement is to 
insulate those who pay for the use of patented 
processes or products from infringement charges and 
the burden of litigation. There are three situations 
only when a licensee could be charged with infringe- 
ment: (a) the allegedly infringing devices are not 
covered by the license; (b) the license has expired; 
or (c) plaintiff has repudiated the license. ... 


None of those conditions is present in the instant 
case." 


Thiokol II confirmed the result of Thiokol I. In 
Thiokol II, commenced after termination of the license agreement, 
Judge Wright found that termination of the license created an 
actual controversy between the parties. The sole factual distinction 
between Thiokol I and II was the termination of the license agree~ 
ment (319 F.Supp. at 220). 

Judge Wright's decision in Thiokol I was expressly 
approved by this Court in W.R. Grace & Co. v. Union Carbide 


Corporation, 319 F.Supp. 307, 313 (S.D.N.Y. 1970): 


* The second ground for dismissal (lack of “arising under" 
jurisdiction), and this Court's endorsement of that ground, is 
discussed in Section II(B) of this memorandum. 


"[T)his Court is p2rsuaded by the reasoning 

in Thiokol, supra, especially in light of the 
decisional istory and purpose of extending the 
Geclaratory judgment remedy to alleged patent in- 
fringers. [footnote omitted]. Carbide is obvious- 
ly unable to charge Grace or its customers with 
infringement and thereby force them to accept a 
license on a patent of questionable validity since 
Grace already is a licensee and apparently intends 
to remain such. Thus, any purported interest by 
Grace in the validity of the »atent wovld appear 
to be academic." 


It is clear that both Warner-Jenkinson and Kohnstamn 
intend to remain as licensees during the pendency of this action 
(complaint, 4 15; affidavit in support of order tc show cause, 

q 3(c) (v)).* In substance, they are asking for an advisory 


opinion that the royalty they agreed to pay in settlement of the 


earlier litigation is too high. Ar in Grace, plaintiffs’ interest 


in the patents in suit is "academic" and, as in Grace, this action 


* Indeed, plaintiffs' proposal that royalties be paid in escrow 
demonstrates that plaintiffs affirmatively wish to keep the 1975 
license agreements alive. But if the Court orders such an escrow 
arrangement, the Court's order, according to plaintiffs, would 
amount to a declaration that the payment of royalties into escrow 
“is in performance of plaintiffs' payment obligations under the 
license agreements” (Plaintiffs' Memorandum in Support of Their 
Proposed Order to Deposit Royalties in Escrow, p. 2). If the 
escrow arrancement satisfies the payment requirement of the 
license agreements, then plaintiffs would not be in breach and 
Allied Chemical could not have a basis for either an infringement 
action or a contract action. Accordingly, there would not be an 
“actual ccntroversy" upon which to base vlaintiffs' complaint. 


The conclusion is inescapable, regardless of the outcome 
of the escrow matter, that there cannot be an actual controversy 
as to the licensed patents as long as the license agreements are 
in force. 


should be dismissed for Lack of a justiciable controversy.* 
Warner-Jenkinson and Kohnstamm cannot rely on Allied 

Chemical's pre-1975 settlement charge of infringement *o establish 

a current justiciable controversy. In Grace, 319 F.Supp. at 310-11, 


this Court specifically held that a prior charge of infringement, 


which results in a license agreement, cannot serve as the justici- 


able predicate for a later declaratory judgment action between 
the same parties relating to the validity of the licensed patent: 


"The only evidence that a controversy exists 
between the parties concerning the validity and scope 
of the patents is a suit filed by Carbide in 1960 
against Grace and one of its customers for infringe- 
ment of the patents in question. Although such charge, 
coupled with commencement of a suit would normally be 
the basis for a federally cognizable controversy, 
[footnote omitted] the parties apparently intended to 
avoid litigation by entering into a licensing agreement. 
Grace is apparently attempting to resurrect the 1960 
suit and controversy merely that they may serve as the 
bases for the present declaratory judgment action. 
Despite the liberal construction given to the term 
‘actual controversy', this Court does not view the 1960 
action, to which Grace responded by entering into a 
licensing agreement with Carbide, as a legitimate besis 
for the present action.... Since there is no evidence 
that a current controversy exists between the parties, 
concerning the validity and scope of Carbide's patents, 
the issues raised by the instant complaint appear to 
be academic." 


Warner-Jenkinson and Kohnstamm attempt to create the im- 


* Plaintiffs seek, also, a declaratory judgment that "as a 
consequence of the invalidity of the patents" the license agree- 
ments entered into in settlement of the earlier litigation are 

void and unenforceable (complaint, prayer for relief, 4 B). Accord- 
ingly, the lack of a justiciable controversy with respect to the 
validity of defendant's patents also forecloses subject matter 
jurisdiction as to a declaratory judgment regarding the license 
agreements. 


pression of an "actual controversy" by averring (complaint, 4¥ 19) 
that: 
“Controversy exists between the parties in 
whicl: plaintiffs seek a declaration of their rights 
respecting Gefendant's...patents. Plaintiffs have 
been, are and will continue to be damaged in their 
business and property, and the public deprived of 
full and fair competition, unless United States 
Patents Nos. 3,519,617 and 3,640,733 are declared 
invalid, unenforceable, and nct infringed by the 


manufacture, use or sale of F.D.&C. Red No. 40 by 
plaintiffs or its customers....” 


This attempt by plaintiffs must fail; conclusory state- 
ments of "damage to business" and "deprivation of full and fair 
competition" cannot, absent more, give rise to an actual, justi- 
ciable controversy under the declaratory judgment provisions of 
the Federal Code. 

Pertinent in this connection is Goodrich-Gulf Chemicals, 
Inc. v. Phillips Petroleum Co., 247 F.Supp. 158 (N.D.Ohio 1965), 
aff'd, 376 F.2d 1015 (6 Cir. 1967), in which plaintiff sought a 


declaration that defendant's patent was invalid. Because, as 


here, no charge of infringement had been made (247 F.Supp. at 


160), plaintiff was forced to allege that an actual controversy 
existed because defendant's patent somehow impaired plaintiff's 
ability to license and market its own invention (247 F.Supp. at 
159). The Court, after careful consideration of the authorities, 
dismissed the suit, for lack of a justiciable controversy (247 
F.Supp. at 160). See also Perry v. Continental Can Company, 
inc., No. 75 Civ. 4088 (S.D.N.¥. March 19, 1976) citing Goodrich- 
Gulf with approval, and also Tubeco, Inc. v. Crippen Pipe 
Fabrication Corporation, 402 F.Supp. 838, 845 (E.D.N.Y. 1975) 
("'fearful conjecture’ as to future infringement proceedings 


does not create a present controversy"). 
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Plaintiffs may contend that, notwithstanding the 
decision in Thiokol, and this Court's adoption of that 
decision in Grace, this Court should find a "justiciable 
controversy" on the authority of such decisions as Medtronic, 
Inc. v. American Optical Corporation, 327 F.Supp. 1327 (D. Minn. 
1971) and American Sterilizer Co. v. Sybron Corp., 526 F.2d 
542 (3 Cir. 1975). . 

Unlike the present situation, however, in Medtronic 
and in American Sterilizer there was a justiciable controversy 
concerning the question of whether new and different products 
and processes were subject to pre-existing license agreements. * 
There is no controversy, here, with respect to new products 
because plaintiffs' complaint is directed to the same product 
(Red 40). The license Sgraements specifically define “Licensed 


Food Colors" as including Red 40 (Exhibits 6 & 7, 4 1.1) and grant 


to plaintiffs licenses "under United States Patents Nos. 3,519,617 


and 3,640,733 to manufacture, to use and to sell...Licensed Food 
Colors" (Id., ¥ 2.1). Plaintiffs admittedly manufacture and sell 
Red 40 (e.g., complaint, 9% 7, 18). 

Dismissal of Warner-Jenkinson‘s and Kohnstamm's com- 


plaint is in no way precluded by the decision of the Supreme 


* The decision in Medtronic rested importantly on the facts 
that (a) a justiciable controversy was created by the Jicensor's 
letter, and threat of suit against another party, to tne effect 
that the new product infringed the licensed patent, and (b) the 
Court's jurisdiction for a suit on the license agreement was 
supported by diversity of citizenship (327 F.Supp. at 1331, 
1333-34). The presence of a “justiciable controversy” was 

not questioned as to the new process in American Sterilizer, 
and apparently diversity jurisdiction was present with respect 
to the suit on the license agreement (Count III) (526 F.2d at 
544 n.3, 549 n.13). 


Court in Lear, Inc. v. Adkins, 395 U.S. 653 (1969),* in which 

‘the highly-eroded doctrine of licensee estoppel was finally put 

to rest. The question of “actual controversy," and hence sub- 
ject matter jurisdiction, before this Court on the present 

motion has nothing to do with that of licensee estoppel. Further- 
more, there was no question with respect to "actual controversy" 
in Lear because Lear originated as a state court action for pay- 
ment of royalties withheld in breach of a license agreement. 


Lear did not, and could not, increase or decrease the subject 


matter jurisdiction of this Court. 


Furthermore, the Supreme Court's elimination of the 
doctrine of licensee estoppel in Lear does not preclude a bargained- 
for provision in a license agreement not to terminate the agreement 
before a limited (in this case, two years) time, particularly 
where, as here, that provision is part of an overall settlement 
of litigation. As stated in Aro Corp. v. Allied Witan Co., 

531 F.2d 1368, 1373 (6 Cir. 1976): 


"Whatever boon Lear may have provided those who take 
licenses under certain conditions, it cannot be inter- 
preted so broadly as to condone a kind of gamesmanship, 
wherein an alleged infringer, after employing the 
judicial system for months of discovery, negotiation 
and sparring, abandons its challenge to validity, 
executes a license in settlement, and then repudiates 
the license and seeks to start the fight all over again 
in the courts. Lear does not require that the courts 
answer every beck and call of the fickle suitor whose 
transient affection is governed by such on-again, off- 
again strategies. The mantle of Lear ill befits him 
who would use and reuse the courts as pawns in a private 
game of varying design. The ‘defender of the public 
interest' role is not available to him who would frus- 
trate on whim the orderly conclusion of litigation." 


* Cited in plaintiffs' memorandum and at ¥ 4 of the affi- 
davit in support of plaintiffs‘ application for an order to 
show cause. 


This Action Does Not Arise Under the 
Constitution, Laws or Treaties of the 
United States, Nor Does It Arise Under 
Any Act of Congress Relating to Patents, 
28 U.S.C. §§ 1331, 1338 


The complaint (4 5) avers that this Court has juris- 


diction of this action, inter alia, pursuant to 28 U.S.C. 


§§ 1331, 1338. These statutes provide, in pertinent part: 


28 U.S.C. § 1331 


"(a) The district courts shall have 
original jurisdiction of all civil actions 
wherein the matter in controversy...arises 
under the Constitution, laws, or treaties 
of the Unitcd States." 


28 U.S.C. § 1338 


"(a) The district courts shall have 
original jur‘sdiction of any civil action 
arising unde “y Act of Congress relating 
to patents. eee 

"(b) The district courts shall have 
original jurisdiction of any civil action 
asserting a claim of unfair competition 
when joined with a substantial and related 
claim under the...patent...laws." 


The complaint does not suggest any provision of the 


federal Constitution or laws under which plaintiffs can be seeking 


relief other than the federal laws relating to patents,Title 35, 
United States Code. To the extent that the complaint adequately 
sets forth any claim for unfair competition, and because 
diversity jurisdiction is not present (infra, pp. 30-35), federal 
jurisdiction over that claim is controlled by 28 U.S.C. § 1338(b). 


As stated in Tubeco, Inc. v. Crippen Pipe Fabrication Corvoration. 
402 F.Supp. 838, 843 (E.D.N.¥. 1975): 


"The [unfair competition claim] is, of course, 

a claim wholly dependent for juriscictional 

purposes upon the substantiality of the related 

patent invalidity claim." 
Consequently, the issues under sections 1331 anc 338 are 
identical: does plaintiffs' declaratory judgment action arise 
under the patent laws? The answer to that question is no. 

A determination of the law under which the action arises 
requires consideration of the complaint. "A suit arises under 


the law that creates the cause of action." American Well Works 


Co. v. Layne, 241 U.S. 257, 260 (1916) (Holmes, J.). Thus, 


while an action for patent infringement arises under the 


federal patent laws, an action to enforce an agreement to pay 
royalties for use of a patent would not arise under the patent 
laws. E.g., Luckett v. Delpark, 270 U.S. 496, 502, 510 
(1926); Arvin Industries, Inc. v. Berns Air King Corporation, 


510 F.2d 1070, 1072-3 (7 Cir. 1975). 


However, a declaratory judgment ection is the reverse of 
the usual situation. The declaratory plaintiff is, in effect, seek- 
ing to establish the merit of a defense to a threatened action by the 
defendant. Consequently, because it is the underlying threat of 
action by the defendant which creates the controversy, the nature 
of that threatened action also determines under what law the de- 


claratory judgment action arises. This was the ruling of 


the Supreme Court in Public Serv. Comm'n v. Wycoff Co., 344 U.S. 


237, 248 (1952): 


“Where the complaint in an action for declaratory 
judoment seeks in essence to assert a defense 

to an impending or threatened state court action, 
it is the character of the threatened action, and 
not of the defense, which will determine whether 
there is federal-question jurisdiction in the 
District Court. If the cause of action, which 
the declaratory defendant threatens to assert, 
does not itself involve a claim under federal 
law, it is doubtful if a federal court may 
entertain an action for a declaratory judgment 
establishing a defense to that claim. This is 
dubious even though the declaratory complaint 
sets forth a claim of federal right, if that 
right is in reality in the nature of a defense 
to a threatened cause of action. Federal courts 
will not seize litigations from state courts 
merely because one, normally a defendant, goes 
to federal ccurt to begin his federal-law 
Gefense before the state court begins the case 
under state law.” 


Because plaintiffs are licensees under license agreements 
which have not been terminated, see supra, pp. 13, 16, the only 
remedy which would be available to Allied Chemical for plaintiffs' 


nonpayment of royalties would be a contract action for specific 


performance. Consequently, plaintiffs' present action is no more 
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than an attempt to assert a defense to an anticipated contract 
action by Allied Chemical. Applying the Wycoff rule, supra, it 
follows that plaintiffs' complaint arises under the same law which 
would control a contract action brought by Allied Chemical. That 
law is state contract law, not the federal patent laws. Accordingly, 
this action cannot be one “arising under" the patent laws. 

This was the second ground for the Court's decisions 
in Thiokol, supra, pp. 14-15. In Thiokol I, plaintiff- 
licensee sued for a declaratory judgment of invalidity and non- 
infringement of defendant-licensor's patents. Judge Wright con- 
cluded (313 F.Supp. at 256) that the existence of the license 
agreement at the time the action was brought precluded the existence 
of federal jurisdiction under § 1338(a): 

"The rights and remedies of these parties 


are controlled by the state law of contract 
which they chose to invoke. 


* * x. 


"In the instant case, as in Wycoff, the 
realistic position of the parties is 
reversed, and the plaintiff seeks to have 
this Court declare that it has a valid 
defense to defendant's state court con- 
tract suit. This action is not one arising 
under the patent laws." 


In Thiokol II, Judge Wright reaffirmed the reasoning 


of Thiokol I. Because the license agreement had been terminated 


prior to the filing of the complaint in Thiokol II, the Court 
concluded that the complaint stated a claim arising under the 


patent laws (319 F.Supp. at 220-22): 


“It should be clear from the Court's 
opinion in the first case [Thiokol I) that the 
decision was premised on the fact that since 
the licensing agreement between the plaintiff 
and defendant Burlington was still in effect at 
-the time suit wes filed it was theoretically and 
practically impossible for the defendant to have 
‘charged' the plaintiff with infringement.... 
Since the legal barrier to a 'charce of 
infringement’ is eliminated in this action, 
the cvuestion becomes whether the stacements 
and activities of the defendants amount to a 
charge of infringement within the meaning of 
the relevant case law. 


* * * 


"[T)he circumstances...in this dispute warrant 

a finding that there exists an actual federal 

contreversy arising uncer the patent laws.” 

In Thiokol III, the Third Circuit explicitly approved 
both opinions by Judge Wright on this point, stating (448 F.2d 
at 1331): 

"The termination of the license agree- 
ment removed the obstacle to federal juris- 


diction that precluded the maintenance of the 
first suit." 


Applying the Thickol decisions to our facts, it is 
apparent that Warner-Jenkinson and Kohnstamm must make an election. 
If they retain the benefits of their license agreements, as they 
seek to do, there is no basis for an action arising under the patent 
laws. If plaintiffs wish to establish subject matter jurisdiction 
by virtue of the patent laws, they must first terminate their 


license agreements. 


Apposite here is W.R. Grace & Co. v. Union Carbide 


Corporation, 319 F.Supp. 307, 312 (S.D.N.Y¥. 1970): 


"Since in a declaratory judgment action it 

“is the nature of the impending state action which 
determines whether federal-question juris- 
diction exists, and since it is well established 
that an action on a patent license agreement for 
royalties does not arise under the patent laws, 
this Court is without jurisdiction of the 
instant action. That is, since Grace has essen- 
tially asserted a defense to the pending state 
action of Carbide for royalties due under the 
license agreement, 'federal-question juris- 
@iction' is obviously lacking." 


There is no prior state court action brought by Allied 
Chemical against plaintiffs here, as there was in Grace. However, 
until the license agreements are terminated the only actions which 
Allied Chemical can bring, absent diversity, are contract actions 
in state court for payment of royalties. It follows that Grace 
is controlling on our facts and requires a holding that this Court 
lacks subject matter jurisdiction under 28 U.S.C. §§ 1331, 1338. 

That Allied Chemical would be limited, until the license 
agreements are terminated, to state court actions on the con- 
tract is apparent from the recent decision in Arvin Industries, 
inc. v. Berns Air King Corporation, 510 F.2d 1070 (7 Cir. 1975). 
Arvin was an action by a licensor based upon defendant-licensee's 


nonpayment of royalties. Plaintiff pleaded the existence of the 


license agreement and sought an injunction against “further 


infringement", as well as “damages for infringement". The Court 
of Appeals concluded that the District Court did not have juris- 
diction of the controversy under § 1338(a) and vacated the 

District Court's earlier judgment in favor of plaintiff, stating 


(510 F.2d at 1073): 


“In the case at bar, plaintiff alleged 
in its complaint the existence of a license 
agreement which authorized the very use of 
the patent of which it complained. While 
the conclusion of infringement was pleaded, 
the facts that were also pleaded showed that 
there was no infringement because the defendant's 
vse of the patent was authorized by the agree- 
ment. The complaint thus revealed that plaintiff 
was not entitled to claim infringement but 
could only enforce its rights under the still 
existing license agreement. United Mfg. & 
Serv. Co. v. Holwin Corp., 187 F.2d 902, 905 
(7th Cir. 1951). Those were rights conferred 
by state law, and could not be the basis for 
federal jurisdiction." 


The recent decision in Hanes Corp. v. Millard, 531 F.2d 


585 (D.C. Cir. 1976) does not support patent law jurisdiction here. 


In Hanes, defendants had assigned a patent to plaintiff and contended 


that they were owed royalties by plaintiff. Plaintiff sought a 
declaratory judgment that the patent did not cover products for 
which royalties were sought. The Court of Appeals, in a lengthy 
footnote (531 F.2d at 594, n.8), generalized that "[o]ther federal 
courts have consistently entertained jurisdiction over suits 
seeking declarations of patent invalidity or non-infringement” and 


questioned Thiokol ilI for that reason*. 


* Of the cases relied on by the Hanes Court, only two involved a 
licensee-plaintiff who had not terminated or repudiated his license 
agreement. ’ 


One case was Medtronic, which is not pertinent to “arising 


under” jurisdiction because of the presence, there, of diversity 
jurisdiction. See discussion at page 19, supra. The other was 


3FD Electronics Corp. v. Channel Master Corp., 229 F.Supp. 514 
eDeMedes AF ; another action tor a ceClaratory jucgment in which 
a plaintiff-licensee contended that the license agreement did not 
[footnote continued en next page) 
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Hanes is distinguishable on its facts because, iike 


Medtronic, the declaratory plaintiff contended that his product 


was not covered by the assigned patent. Here, Warner-Jenkinson's 
and Kohnstamm's Red 40 are indisputably covered by the 1575 license 
agreements. And the Hanes Court virtually conceded that if, as 
here, the licensee's product is covered by both the patent and the 
license, the issue of patent validity alone would not support 
federal jurisdiction over . licensee's declaratory judgment action 


(531 F.2d at 595 n.8): 


"It is less certain that the question 
of patent validity, if considered independently 
of any question of infrincgement or scope of 
the patent, would have to be raised as a matter 
of orderly pleading and proof in a coercive 
action by the [assignors] for royalties. For a 
patent having been issued, it is presumed valid, 
35 U.S.C. § 282 (1970), and hence:-the question 


[footnote continued from preceding page] 


cover plaintiff's product. This Court has held, in the Grace 
decision, that °FD is inapplicable to an action such as the one at 
bar (319 F.Supp. at 312): 


"One significant difference between [JFD] and 

the instant suit is that in JFD, supra, there 

was a clear charge of infringement against the 
licensee by the patentee....The instant action, 
however, is on the license agreement and does 

not require a showing that the patents are invalid 
or not infringed. Moreover, there has been no 
infringement charge against Grace by Carbide. 
Accordingly, I find this Court without federal- 
question jurisdiction over the instant action. 


Thiokol Chem. Corp. v. Burlington Indus., Inc., 
313 F.Supp. 253 (D.Del. May of. 1970)." 


of validity would be a matter to be raised by 
defense rather than as part of plaintiff's case 

in chief. Thus, it might well be argued that 
where a declaration of invalidity alone is 

sought, there is no ‘arising under' jurisdiction." . 


The abolition of licensee estoppel, in Lear, does not 
change this result. As stated in Thiokol I (313 F.Supp. at 256)*: 


"The rights and remedies of these parties are 
controlled by the state law of contract which 
they chose to invoke. Federal questions will 
likely be reached in the state litigation, but 
it will take more than the abolition of 
licensee estoppel to convert those questions 
into a case ‘arising under’ the patent laws of 
the United States." 


* 


This Court's endorsement of the reasoning in Thiokol I is 
discussed at pp. 15-16, supra. 


cy This Is Not an Action Between Citizens 
of Different States, 28 U.S.C. § 1332 


1. There Is No Complete Diversity 
of Cit.zenship 


Plaintiffs aver, inter alia, that thas Court has 
jurisdiction over the subject matter of this action based 
on 28 U.S.C. § 1332, which provides in part: 


“(a) The district courts shall have 
original jurisdiction of all civil actions 
where the matter in controversy...is between-- 

(1) citizens of different States.... 


zee 
"(c) For the purposes of this section... 


a corporation shall be deemed a citizen of 
any State by which it has be» ,ncorporated...." 


It is well-settled that this statute requires com- 


plete diversity between all parties plaintiff and all parties 
defendant. No adverse parties may be citizens of the same 
state. E.g., State Farm Fire & Cas. Co. v. Tashire, 386 U.S. 
523, 531 (1967); Indianapolis v. Chase National Bank, 314 U.S. 
63, 69 (1941); Strawbridge v. Curtiss, 7 U.S. (3 Cranch) 266 
(1806); Schultz v. Cally, 528 F.2a 470 (3 Cir. 1975). 

In the present action, both plaintiff Kohnstamm 
and defendant Allied Chemical are New York. corporations 
(complaint, 4% 2,3), and thus New York citizens (28 U.S.C. § 
1332(c)). Consequently, there is no diversity jurisdiction 


for plaintiffs' complaint. 


Plaintiffs Cannot Substitute Intervention 
Procedures or Pendent or Ancillary 
Jurisdiction for Diversity Jurisdiction 


Plaintiffs! corpieint includes the unusual aver- 
tha* (4 6): 


"Kohnstamm alternatively move: ,. and does hereby 
move, to intervene as a plaintiff in the action 
Warner-Jenkinson Company v. Allied Chemical 
Corporation and Goes hereby adcpt as its motion 
to intervene and its Complaint against Allied 
that set forth herein."* 


Intervention is controlled by Rule 24, F.R.Civ.P., 
which provides in pertinent part: 


"(a) Intervention of Right. Upon timely 
pplication anyone sna e permitted to intervene 
in an action...(2) when the applicant claims an 
interest relating to the property or transaction 
which is the subject of the action and he is so 
situated that the disposition of the action may 
aS a practical metter impair or impede his ability 
to protect that interest, unless the applicant's 
interest is adequately represented by existing 
parties. 


"(b) Permissive Intervention. Upon timely 
application anyone may be permitted to 
interve: ‘n an action...(2) when an ap- 
plicant laim or defense and the main 
action 1 a question of law or fact in 
common....“ 


Kohnstamm cannet intervene as of right, pursuant to 


Rule 24(a) (2). Neicher Warner-Senkinson nor Kohnstamm, as non- 


exclusive licensees, has any interest in Allied Chemical's 


patents; a non-exclusive license is no more than a covenant 


* This assumes, incorrectly, that the present action is two 
actions and, perhaps, explains the "double box" caption resort- 
ed to by plaintiffs in their complaint. . 


not to sue for infringement and gives the licensee "no property 
interest in the monopoly of the patent." Western Electric Co. 


v. Pacent Reproducer Corporation, 42 F.2d 116, 118 (2 Cir. 1930), 


cert. denied 282 U.S. 873 (1930). Accord, N.V. Philips? 


Gloeilampenfabrieken v. Atomic Energy Com'n, 316 F.2d 401, 409 
(D.C. Cir. 1963). If any "property or transaction," within the 


meaning of Rule 24(a) (2), is the subject of Warner-Jenkinson's 
action, it is Warner-Jenkinson's license Agrecnent and its 
rights and duties thereunder, in which Kohnstamm has no legal 
interest. 

The disposition of Warner-Jenkinson's claim cannot 
“impair or impede" Kohnstamm's ability to protect its purported 
interest. A holding of patent validity in favor of Allied 
Chemical and against Warner-Jenkinson will not bind Kohnstamn. 
Smith-Corona Marchant, Inc. v. American Photocopy Ecuipment Co., 
6 F.R. Serv. 2d 492, 494 (S.D.N.Y. 1963) (motion to intervene 
Genied under predecessor Rule 24(a)(2)). A holding of invalidity 
will end the matter. Blonder-Tongue v. University Foundation, 
402 U.S. 313 (1971). 

Finally, there is nothing to suggest that plaintiff 
Kohnstamm's interest, whatever it might be, is not adequately 
represented by plaintiff Warner-Jenkinson. To the contrary, 
both plaintiffs are represented by the same trial counsel and 
thus we have every reason to presume that there is no conflict 


between the interests of plaintiffs. 


There is no basis for permissive intervention by 
Kohnstamm, pursuant to Rule 24(b) (2), because of the well- 
settled requirement of independent subject matter juris- 
diction over the permissive intervenor's claim. As this 
Court held in Isbrandtsen Co. v. S.S. Kokoh Maru, S.S. Kochu 
Maru, 263 F.Supp. 784, 786 (S.D.N.¥. 1966): 


"Intervention should not be allowed to so expand 
federal jurisdiction. See, Rule 82, F.R. Civ.P...."* 


As observed in 7A Wright & Miller, Federal Practice & Procedure, 


§ 1917, p. 593 (1972 ed.): 


"The rule of complete diversity would be virtually 
obliterated, and the federal courts would be burden- 

ed with the decision of many matters that are proper- 

ly the business of the state courts, if so tenuous 

a relationship as the existence of a common question 

of fact or law were enough to dispense with ordinary 
requirements of jurisdiction and permit litigants to 
have their independent claims or defenses tried in 
federal court though, absent intervention, they 

would not have been able to do so." (footnote omitted) ** 


The abuse that would result from permitting this sort 
of contrived intervention was recognized in Gentry v. Hibernia 
Bank, 154 F.Supp 62 (N.D. Cal. 1956). In Gentry, two Oregon 
plaintiffs sued a California defendant, establishing diversity 
jurisdiction. In what the Court described as an “adroit pro- 


* Rule 82 states: "These rules shall not be construed to 
extend or limit the jurisdiction of the '.ited States 
Gistrict courts...." 


** See also Babcock & Wilcox Company v. Parsons Corporation, 
430 F.2d 531, 540 (6 Cix. 1970); HoOugen v. Merkel, . F.R.D. 
528, 530 (D.Minn. 1969). Compare Poloron Prod., Inc. v. 


Lybrand, Ross Bros. & Montoomery, 66 F-R.D. 610, o1> (S.D.N.Y. 
1975). 


cedural maneuver to synthesize...jurisdiction” (154 F.Supp at 
63), the Oregon attorneys simultaneously filed a motion for 
leave to intervene on behalf of 59 Californians, as to whom 


no diversity existed. The Court's comments, in denying the 


motion, are controlling here (Ibid.): 


"There is no doubt that the pleadings show 
questions of fact and law common to both the 
complaint and the 'applicants'' claims. But 
there is also no doubt that the 59 are not in 
truth or in fact intervenors in any sense what- 
ever. They are just plain plaintiffs. The so- 
called interventions are only for the purpose of 
avoiding the jurisdictional barrier, and not in 
the real spirit of intervention, as recognized in 
the rules and decisions. 
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"Without more, under these circumstances, 
it is sufficient to say that we are busy enough 
with legitimate federal causes, not to be bothered 
with local litigation, artfully, but not very 
successfully, dressed up in federal habiliments." 


Plaintiffs' last-ditch reliance on the doctrines of 
ancillary and pendent jurisdiction is without merit. Because 
ef the absence of a justiciable controversy, there is nothing 
to which any claim before this Court can be ancillary or 
pendent.* The same result is dictated by the absence of 


"diversity" and "arising under" jurisdiction. 


* See 7A Wright & Miller, Federal Practice & Procedure, 
§ 1917, p. 588, n.24 (1972 ed.): 


"'pendent' jurisdiction deals with the circumstances 
in which a single plaintiff, properly in court on 

a federal question, may assert a related claim 
arising under state law. [United Mine Workers of 
America v. Gibbs, 383 U.S. 715 (1966).) ‘Ancillary’ 
jurisdiction usually, though not invariably, speaks 
to the circumstances in which the court, while 
Geciding a state-created claim in an action based 
on diversity of citizenship, can decide related 
Claims for and against additional parties though 
there is no diversity as to those parties." 
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It may be that plaintiffs' :eference to ancillary 
jurisdiction is no more than a prayer that plaintiff Kohnstamn 
should be allowed to intervene permissively on the theory 


that its claims are somehow ancillary to plaintiff Warner- 


Jenkinson's. If so, plaintiffs' reliance on the doctrine of 


ancillary jurisdiction should be rejected on the authorities 


already discussed earlier in this section. Apposite, also, 


is Note, Developments in the Law - Multiparty Litigation in 


the Federal Courts, 71 Harv.L.Rev. 874, 905-06 (1958): 


"It is well established that if the original suit 
is properly brought in a federal court, based on either 
diversity-of-citizenship or federal-question juris- 
diction, the intervention of right of a new party who 
Goes not meet diversity requirements will not destroy 
this jurisdiction, nor will a claim asserted by the 
intervenor have to stand on independent juriscictional 
grounds.... 


"However, if the applicant seeks permissive 
intervention, independent jurisdictional grounds 
are required. There seems little reason to apply 
ancillary jurisdiction to permissive intervention 
because the original action can be disposed of com- 
pletely without foreclosing any interest of the 
applicant by the process of the court; his legal 
rights will not be prejudiced by its outcome." 
(footnotes omitted) 


III. THERE EXISTS GOOD CAUSE WHY THIS 
COURT SHOULD NOT AUTHORIZE PLAINTIFFS 
TO DEPOSIT ROYALTIES IN ESCROW 
DURING THE PENDENCY OF THIS ACTION 


A. This Court Lacks Subject Matter 
Jurisdiction To Order The Relief 


Requested By Plaintiffs 


Simultaneously with the filing of their complaint, 


plaintiffs applied to this Court for an order that (1) 


during the pendency of this action plaintiffs shall deposit 


in escrow the royalties payable to Allied Chemical under their 
license agreements, and (2) such escrow shall be in full 
performance of plaintiffs' royalty obligations under those 
license agreements. 

Plaintiffs' application should be denied because, 
as detailed in section II, supra, this Court lacks juris- 
diction over the subject matter of this action. 

B. In Any Event, The Controlling 

Authorities Do Not Compel 

Deposit Of Royalties In Escrow 

Under The Circumstances Of This Case 

In substance, plaintiffs contend that Lear, Inc. 
v. Adkins, 395 U.S. 653 (1969), and its progeny, compels 
the escrow arrangement they seek. No such prejudicial and 


unfair result is compelled by the applicable authorities. 


In Lear the Supreme Court held only that: 


1) In an action by a licensor for royalties 
the licensee must be permitted to defend on the 
basis of the invalidity of the underlying patent; 
and 


2) 2% licensee who is defending against an 
action brought by the licensor must be permitted 
to avoid the payment of royalties while challenging 
the validity of the licensed patent. 


That this is what- Lear-stands for has been confirmed by the - 


Supreme Court, and by the Courts of Appeals for this Circuit 


and elsewhere. Blonder-Tongue v. University Foundation, 


402 U.S. 313 (1971); Painton & Company v. Bourns, Inc., 
442 F.2d 216 (2 Cir. 1971); Troxel Manufacturing Co. v. 


Schwinn Bicycle Co., 465 F.2d 1253 (6 Cir. 1972) ("Troxel I"); 


Troxel Manufacturing Co. v. Schwinn Bicycle Co., 489 F.2d 
968 (6 Cir. 1973) ("Troxel II"). 


For example, as stated in Blonder-Tongue (402 U.S. 
at 346): 


"Lear permits an accused infringer to accept 

a license, pay royalties for a time, and cease 
paying when financially able to litigate 
validity, secure in the knowledge that in- 


validity may be urged when the patentee-licensor 

sues for unpaid royalties" (emphanta added) . 
And, as stated by Judge Friendly in Painton (442 F.2d at 
226): 


“What Lear precisely held was that the courts 
may not enforce a royalty agreement with 
respect to an invention embodied in an American 
patent while the licensee was contesting its 
validity and could recover only when, as and if 
validity was established" (emphasis added). 


Neither Lear nor the decisions that followed Lear 


held that a licensee who stops paying royalties to the 
licensor can force the licensor to the cost of litigation 
and at the same time deprive the licensor of his statutory 
rights to an injunction and to adequate damages when the 
patent is held valid. Furthermore, neither Lear nor subse- 
quent decisions have held that parties can ignore obligations 
incurred in settlement of litigation. 

One of plaintiffs' claims is for restitution of 
royalties already paid to Allied Chemical. There is no 
authority which supports such a claim; an identical claim 
was ‘rejected in Troxel I (465 F.2d at 1257), where the 
Court held that Lear did not alter the well-established rule 
against restitution of royalties. If plaintiffs are allowed 
to pay royalties into escrow, in breach of their obligation 
to pay those royalties to Allied Chemical and without facing 
the threat of an injunction or statutory damages should the 
patent be held valid, the potential result will be substantially 
the same as that which led the Court in Troxel I to deny 
restitution of royalties (465 F.2d at 1257): 

“Rather than stimulating early litiga- 

tion to test patent validity, such an 

interpretation of Lear would make it ad- 

vantageous for a licensee to ... enjoy the 

fruits of his licensing agreement, and sue 

for repayment of royalties ... When... 


the threat of injunction no longer exists, 
a licensee would have little to lose in 


bringing an action to recover all the money 

he has paid in royalties on the cround of 

the invalidity of the patent. The licensee 
would have a chance to regain all the royalties 
paid while never having been subjected to the 
risk of an injunction. Such an interpretation 
of Lear would cefeat one of the expressed pur- 
poses of the court in announcing that decision." 


The escrow arrangement sought by plaintiffs will 


inevitably discourage the licensing of patents, for sub- 


stantially the same reasons that led the Court in Troxel I 
to deny a claim for restitution of royalties (465 F.2d at 
1257-58); it would create "a continuous cloud over any pay- 
ment of royalties." 

This Court expressly held in Bahamas Paper Co. Ltd. 
v. Imperial Packaging Corp., 58 F.R.D. 355 (S.D.N.Y. 1973), 
that it is necessary for a licensee to repudiate his agree- 
ment before attacking the validity of the licensed patent. 
In Bahamas the licensor had sued the licensee for royalties 
and for patent infringement. The Court stated (58 F.R.D. 
at 357): 

"If plaintiffs establish that no such 

repudiation occurred in time to permit 

defendants to assert patent invalidity 

as a defense to the first cause of action, 

judgment for plaintiff will be entered 


thereon and the balance of the complaint 
will be dismissed." 


As to the licensee's obligation to continue paying royalties, 


the Court concluded (Ibid.): 


"It seems to me that the rule should be 
that the licensee is relieved of his obliga- 
tion to pay royalties the moment he effectively 
repudiates the license agreement, thus forswear- 
ino its 'fruits' and exposing himself to the 
risks of injunction vroceedinas or other legal 
action by his Licensor.” (emphasis adaea) 


To the same effect is Kraly v. National Distillers and 


Chemical Corporation, 502 F.2d 1366, 1372 (7 Cir. 1974): 


"Anticipating the result reached by this 
court in Ransburg, the lower court presciently 
reasoned: 


‘we do not, however, believe that our 
present finding of invalidity relieves 

the defendant of its obligation to pay 
royalties for the period in which it 

was enjoying the benefit of its license 
and representing to the public that its 
product was licensed under the Kraly 
patent. So long as [the] defendant sought 
the protection of the patent, it is only 
equitable that it should discharge its 
royalty obligation under the license 
agreement. Once it ceased to represent 
that its product was licensed under the 
patent, it had repudiated the license 
agreement and assumed the risk of being 
found liable for infringement without 
receiving the concomitant commercial bene- 
fit of being a licensee.' 


zk 
"The application of such equitable principles 


by the district court with respect to this 
issue was eminently correct." 


See, also, Morton-Norwich Products, Inc. v. 
International Salt Co., 183 USPQ 748 (N.D.N.¥. 1974),* 
where the licensee suspended royalty payments and sued 
the licensor for a declaration that the licensed patent 
was invalid. The licensor counterclaimed, inter alia, 
for patent infringement on the theory that the licensee's 
suspension of royalties was a breach of the license agree- 
ment. In denying the licensee's motion to dismiss the 
infringement counterclaim, the Court stated (183 USPQ at 
748-51): 


"Morton (the licensee) contends that 
the infringement charge is insufficient as 
a matter of law because the withholding of 
royalties pending the outcome of validity 
litigation was judicially sanctioned in 
Lear v. Adkins, 395 U.S. 653, 162 USPQ 1 
T1569), and hence, it is asserted, Inter- 
national cannot use the nonpayment to 
declare a breach. 


* * k 

"At the core of Lear is a balancing of 
the equities among licensor, licensee and the 
public interest. To permit a licensee, as in 
this case, to enter into a license agreement 
after presumably good faith bargaining and 
receive the benefits of the inventor's invest- 
ment in money, time and talent, and on the 
next day institute an action seeking a judgment 
declaring the patent invalid while at all times 
during the litigation withholding from the 
licensor the agreed upon consideration certainly 
does not score high on the scales of equity. 
Nor would the payment of the first installment 
of royalties due before the institution of an 
action change the situation. The licensor, 


* Not reported in F.Supp. 


having granted the right to use his presumptively 
valid invention, should not be cut off from the 
reward he has bargained for absent the circum- 
stances set forth in Lear. 


&&« & 


"In summary, I have concluded that it would 
be inappropriate to extend the scope of Lear to 
such a point that the licensee would be in a 
"heads I win--tails you lose' situation. The 
shield that licensees would enjoy were Lear so 
extended might encourage more validity Titiga- 
tion, but at too high a price. The licensor or 
patentee, in the bargaining process, would have 
to compensate for this loading of the scales 
against him. Since an invitation would be ex- 
tended to the licensees to immediately, or very 
soon after the issuance of the license, with- 
hold payment, he must bargain for higher royalties. 
It would also seem logical that he would issue 
licenses most sparingly since he is not likely 
to get any money until validity is declared. If 
his patent is declared invalid, issuing large 
numbers of licenses would do little or nothing 
to line his pocket in any event. If his patent 
is held to be valid, he can easily make up for 
the loss ~* income during the period ef litiga- 
tion by her royalties and damages for infringe- 
ment. . .1 if he prices himself out of the 
market. a result of such demands, the federal 
policy of the wide dissemination of patented 
ideas is being frustrated. These considerations, 
coupled with the inherent inequity of such an 
extension of Lear, compel the result herein.” 
(footnotes omitted) 


Significantly, none of the authorities cited by 
plaintiffs support their application for an order which 
provides that plaintiffs' withholding of royalty payments, 
whether by escrow or otherwise, nonetheless constitutes full 
performance by plaintiffs of the royalty obligations plaintiffs 


undertook in settlement of the earlier litigation. 


Plaintiffs' reliance on American Sterilizer Co. v. 
Sybi_n Corp., 526 F.2d 542 (3 Cir. 1975), is misplaced. 
American Sterilizer dealt with the question of whether a 
newly devised process was within a pre-existing license, 


and did not raise any question as to the licensor's rights, 


in the absence of a license agreement of sufficient scope, 


to statutory damages and an injunction. Rather, the 
licensor sought only "a full accounting for all royalties 
due" from its licensee (526 F.2d at 544). 
With respect to the question of paying royalties 
in escrow, the Court in American Sterilizer relied on 
Atlas Chemical Industries, Inc. v. Moraine Products, 509 P.2d 1 


(6 Cir. 1974). Nowhere in Atlas is there a statement that the 


license agreement was not breached or repudiated by the li- 
censee's resort to the escrow arrangement. As later elabo- 
rated by Chief Judge Phillips, who wrote the opinion in Atlas: 


"In Atlas Chemical, the plaintiff- 
licensee brought suit to declare the 
patent invalid. The licensee placed 

.the royalty payments in escrow during 

the period the action was pending. 

We held that since Lear allows a party 
freedom from royalty payments during a 

patent validity action, the fact that 

the payments were placed in escrow does 
not change the result. Escrow payments 

were held to be tantamount to nonpavment. 
e he the Atlas emicail aareement voic- 
able under Lear.... emphasis acdea 

PPG iInaustries, Inc. v. Westwood Chemical, 
nc., ° » 705 ir. / 


C. Deposit Of Royalties In Escrow 
Would Be Prejudicial And 


Fundamentally Unfair 


1. The Escrow Would Prejudice Defendant's 
Statutory Rights to an Injunction and 
to Damages Adequate to Compensate for 


Infringement, 35 U.S.C. §§ 283, 284 


Plaintiffs contend that the escrow arrangement 
will “preserve the status quo and insure that the legal 
obligations of neither licensor nor licensees will be 
prejudiced or in any manner removed from the ultimate 
control of the Court" (Plaintiffs' Memorandum in Support of 
Their Proposed Order to Deposit Royalties in Escrow, p. 6). 
This ignores the “act that the escrow arrangement will 
give plaintiffs the fruits of the licenses, without making 
timely payment to Allied Chemical.* Furthermore, it ignores 
the fact that plaintiffs also apply for an Order that the 
withholding of royalties from Allied Chemical will not 
breach the license agreements entered into in settlement 


of the earlier litigation -- with the result that Allied 


Chemical will be forced to the cost of litigation and will 


be denied its statutory right (35 U.S.C. § 283) to enjoin 
plaintiffs from making, using or selling Red 40 if defendant 


prevails in this litigation. 


* See the authorities discussed in the preceding section 
which reject such an unfair resul*. 


The potential for abuse which would be created by 


plaintiffs' proposal is vividly portrayed in the following 
example posited in Arnold & Goldstein, Life Under Lear, 48 
Tex.L.Rev. 1235, 1245 (1970): 


"Client is in the process of building a 
40,000,000-dollar plant, which when completed 
will infringe a newly-issued process patent. 
Notice of infringement and proffer of license 

is received from the patent owner. Lear teaches 
the infringer: Negotiate the license and simul- 
taneously draft the complaint for declaratory 
judgment of invalidity and noninfringemert. The 
parties meet and execute the license. As soon 
as the signatures are affixed to the license so 
that Client is insulated from fear of an injunc- 
tion against use of its 40,000,000-dollar plant, 
pull from the pocket the complaint. Be courteous 
and alwezys a gentleman of honor. When you serve 
the comp”’.‘nt upon the licensor whose signature 
is not yet dry and tell him that you are on the 
way to the courthouse (the jurisdiction of the 
State courthouse seems more likely) to file the 
complaint, tell him also that you will be happy 
to stipulate a thirty-day extension of time for 
him to answer, if he needs it. Can Lear's implied 
suggestion of this tactic really *e the law?" 


Plaintiffs' statemeut, as to the alleged lack of 
prejudice, also ignores the fact that the proposed escrow- 
without-breach arrangement will force Allied Chemical to the 
cost of litigation while denying Allied Chemical its statutory 
right (35 U.S.C. § 284) to: 

",... Gamages adequate to compensate for 

the infringement, but in no event less 

than a reasonable royalty for the use 

made of the invention by the infringer, 

together with interest and costs as 

fixed by the Court. 

"... the Court may increase the damages 


up to three times the amount found or 
assessed." 


Georgia-Pacific Corp. v. U.S. Plywood-Champion 
Papers Inc., 446 F.2a 295, 300 (2 Cir. 1971), cert. denied, 


404 U.S. 870 (1971), is the landmark case in this Circuit 
as to the calculation of a "reasonable royalty." In 
Georgia-Pacific the patent owner was awarded a royalty of 
22.4%. More recently, in Tektronix, Inc. v. United States, . 


188 USPQ 25, 31 (Ct.Cl. 1975), the Court followed the 


reasoning of Georgia-Pacific and held that a "reasonable 


royalty" was 27.5%. Allied Chemical should not be denied 
its right to demonstrate that a "reasonable" royalty for its 
valuable patent rights is greatly in excess of the 17-1/2% 
royalty arrived at in settlement of the earlier litigation.* 
In summary, Warner-Jenkinson and Kohnstamm should 
not be permitted to contest the validity of Allied Chemical's 
patents assured that they can enjoy the benefits of the li- 
cense during the litigation and never face an injunction or 
a realistic assessment of damages if they fail. Far from 
preserving the “status quo," such an inequitab.e resvlt will 
give plaintiffs every advantage and will leave Gefendant 
with none. The parties will be in the position where defendant 
cannot win and plaintiffs cannot lose. As stated in 1971 
* In addition, if plaintiffs breach their license agree- 
ments and force Allied Chemical to the cost of litigation, 
Allie@ Chemical should have the opportunity to prove that it 


is entitled to treble damages because of plaintiffs’ willful 
and deliberate infringement. 


by Judge Richard W. McLaren, of the Northern District of 


Illinois, while Director of the Justice Department's Anti- 


Trust Division (reported in BNA's Patent, Trademark & 


Copyright Journal, No. 31, June 10, 1971, page A-1): 


"Unfairness to patentees could flow 
from the possible implication of Lear--with 
which we disagree as a matter of Taw--that 
@ patent licensee may be able to continue 
to enjoy the benefits of a patent license 
while at the same time challenging the patent's 
validity.... The language proposed [a pro- 
posed bill to restate and reform the patent 
laws] would make clear that nothing inheres 
in the law of patent conveyancing which 
negates the usual state contract law dealing 
with such matters as repudiation, anticipatory 
breach, and failure of consideration." 


2. The Escrow Would Be 
Fundamentailv Unfair 


The fundamental unfairness of the result sought 
by plaintiffs was most recently articulated in Aro Corp. v. 
Allied Witan Co., 531 F.2d 1368, 1370, 1372, 1374 (6 Cir. 
1976), where the Court of Appeals affirmed a judgment 
ordering specific performance of a license agreement entered 
into in settlement of earlier litigation: 


“In 1971 Aro instituted suit against 
Allied, alleging infringement of its U.S. 
Patent No. 2,950,775. Allied filed a 
counterclaim, seeking declaratory judgment 
of non-infringement of any valid claim and 
alleging unfair-competition and anti-trust 
violation. Pursuant to settlement, the 
complaint and counterclaim were dismissed 
without prejudice by Order dated March 25, 
1974. 


"Citing the interests of justice, the 
court granted Aro's motion for reinstatement 
of the case on the court's docket, enjoined 
Allied from not complying with the agreement, 
and again dismissed the complaint and counter- 
Claim without prejudice. 


kee 


“Agreements settling litigation are 
solemn undertakings, invoking a duty upon 
the involved lawyers, as officers of the 
court, to make every reasonable effort to 
see that the agreed terms are fully and 
timely carried out. Public policy strongly 
favors settlement of disputes without litiga- 
tion. Settlement is of particular value in 
patent litigation, the nature of which is 
often inordinately complex and time consuming. 
Settlement agreements should therefore be up- 
held whenever equitable and policy considera- 
tions so permit. By such agreements are the 
burdens of trial spared to the parties, to 
other litigants waiting their turn before 
over-burdened courts, and to the citizens 
whose taxes support the latter. 


ze 


"We find no reason in equity or in law 
why the settlement should not be enforced 
by an injunction * ,ainst Allied's failure to 
comply with the license agreement herein. 
Accordingly, the order of the district 
court is affirmed. Costs of the appeal 
are assessed against the appellant. The 
motion for attorneys' fees and additional 
costs is denied." 


Plaintiffs consented, in settlement of the earlier 
litigation, to the clauses in their license agreements that 
preclude them from terminating those agreements for two 
years. They should not be given immunity from the conse- 


quences that would routinely result from plaintiffs' breach 


of those clauses. As the Court stated in Ransburg Electro- 


Coatina Corp. v. Spiller & Spiller, Inc., 489 F.2d 974, 978 
(7 Cir. 1973), when holding that a settlement agreement 


shouid be enforced: 


"Although the federal patent policy prevails 
over 'the technical requirements of contract 
doctrine' (395 U.S. at 670, 89 S.Ct. at 1911), 
we believe that such policy must occupy a 
subsidiary position to the fundamental policy 
favoring the expedient and orderly settlement 
of disputes and the fostering of judicial 
economy. To allow a subversion of the deeply 
instilled policy of settlement of legitimate 
disputes by applying the federal patent policy 
as enunciated in Lear would effectively 

strip good faith settlements of any meaning. 
The vehicle of settlement would be a useless 
item if contracts, such as the one here, were 
subject to invalidation after they were con- 
summated. We think the federal patent policy 
should not be carried so far...." 


Iv. CONCLUSION 


Defendant's motion to dismiss the complaint should 
be granted on the ground that this Court lacks subject matter 


jurisdiction to entertain it. Plaintiffs' application for an 


order sanctioning the deposit of royalties in escrow, without 


breach of the agreements plaintiffs entered into in settlement 


of the earlier litigation, should be denied in all respects. 
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PLAINTIFFS' REPLY MEMORANDUM 
IN SUPPORT OF THEIR PROPOSED ORDER TO 
DEPOSIT ROYALTIES IN ESCROW PENDENTE LITE 
Allied's Opposition Memorandum to the application 
for escrow relief sought by Warner-Jenkinson and Kohnstamm 
argues (a) that this Court lacks subject matter jurisdiction; 
(b) that the authorities do not compel the escrow deposit 


sought; and (c) that escrow would be prejudicial and unfair. 


exo 


The jurisdictional issues are responded to in 


Plaintiffs' Memorandum In Opposition To Defendant's Motion 
Under Rule 12(b)(1) F.R.C.P., to be served on August 9, 1976. 


The royalty escrow which plaintiffs seek is a fair 


and "commendable" procedure. Escrow preserves the status quo 


during the litigation: if the patent is held invalid, 

an undeserving patentee will not be unjustly enriched; if the 
patent is held valid, then the patentee recovers. In either 
event, escrow permits the licensee to exercise his federal 
right to challenge the patent while maintaining the license. 

The escrow sought herein is the only practical way 
to advance the public interest in having a prompt adjudication 
and prevent dilatory tactics which the Supreme Court in Lear, 
Inc. v. Atkins, 395 U.S. 653 (1969) warned against some seven 
years ago. In the light of this, Allied's iengthy opposition 
merely reargues points which were overruled by Lear. 

Further, none of the authorities cited by Allied 
precludes the relief sought. Under the peculiar circum- 
stances of this case, escrow will promote a speedy determina- 
tion of patent validity and remove an unjustified burden on 
the public. 

A. Allied's Opposition Misrepresents the Policy 
and Practical Application of Lear 
1. Plaintiffs Need Not Repudiate Their Licenses 


Seven years ago Lear “unmuzzled" licensees to 


Zo 


encourage their attack upon invalid patents. At issue 
before this Court now is not the reargument of Lear, but 
rather the propriety of establishing a royalty escrow, a 
procedure which has been commended by the Court of Appeals 
for the Sixth Circuit in Atlas Chemical Industries, Inc. v. 
Moraine Products, 509 F.2d 1,7 (6th Cir. 1974). 

Contrary to Allied's suggestion on page 37 of its 
Memorandum, Lear's "unmuzzling" is not limited to licensees 
who must defend against licensor-plaintiffs. Lear encourages 
suits by licensee-plaintiffs against patentees to contest the 
validity of licensed patents without termination of the 


license: Lear, Inc. v. Atkins, supra; Atlas Chemical 


Industries, Inc. v. Moraine Products, supra; Medtronic, Ince. 
v. American Optical Corp., 327 F.Supp. 1327 (D.Minn. 1971). 

American Sterilizer Co. v. Sybron Corp., 526 F.2d 
542 (3rd Cir. 1975) at 543 decided the question: 

May a [plaintiff] patent licensee challenge 

the scope and validity of the underlying patent 

without first terminating its license agreement? 

The district court answered this question in 

the negative... We reverse, holding Lear, Inc. 

v. Atkins, 395 U.S. 653, 89 S. Ct. 1 ‘ 

L.Ed.cd 610 (1969) controls. 

No case cited by Allied restricts the application 
of Lear to a defense by a licensee in a royalty suit brought 
by the licensor. As Allied itself recognizes by its quote 


from Painton & Co. v. Bourns, Inc., 442 F.2d 216 (2nd Cir. 


1971), Lear encourages licensee suits ty holding that royalty 


=jq 


agreements may not be enferced while a licensee contests 


the validity of the licensed patent. 


See also: PPG Industries, Inc. v. Westwood Chemical, 
Inc., 530 F.2d 700 (6th Cir. 1976) at 707: 


We are not persuaded that it is necessary 
for the licensee to repudiate the agreement in 
order to encourage an adjudication of invalidity... 
the Supreme Court's reference to ‘unmuzzling' in 
Lear des not depend upon the presence or absence 
of a termination clause. 


In the instant action, plaintiffs desire to preserve 
their licenses if, contrary to their urging, the patents are 
held valid; however, under Lear and following cases, while 
this contest goes on, royalties are not properly payable to 


Allied until validity is established. 


2. The Licensor/Licensee Equities Have Been 


Settled by the Supreme Court 


As to equities between patentee/licensor i14 licensee, 
Lear helu at 395 U.S. 673: 


The decisive question is whether overriding 
federal policies would be Significantly frustrated 
if licensees could be required to continue to pay 


royalties during the time they are challenging 
patent val ity in the courts. 

It seems to us that such a re uirement would be 
inconsistent with the aims of federal atent policy. 


orcing this contractual provision wou give e 
licensor an additional economic incentive to devise 
every conceivable dilatory tactic in an effort to 
postpone the day of final judicial reckoning. We 
can perceive no reason to encourage dilatory court 
tactics in this way. Moreover, the cost of prosecuting 
Slow-moving trial Proceedings and defending an inevi- 
table appeal might well deter many licensees from 


a 


attempting to prove patent invalidity in the courts. 
{Emphasis added). 


And as between the patentee/licensor and the public 
interest in the free use of ideas in the public domain, the 
licensee in this instance, represents the public in challeng- 
ing invalid patents. Lear held at 395 U.S. 670: 

Surely the equities of the licensor do not 
weigh very heavily when they are balanced against 
the important public interest in permitting full 
and free competion in the use of ideas which are 
in reality a part of the public domain. Licensees 
may often be the only individuals with enough 
economic incentive to challenge the patentability 
of an inventor's discovery. 

In this action, the licensees' motivation has been 
precipitated by changed economic circumstances, as are more 
fully detailed below, in which governmental regulations 


now effectively prevent the plaintiffs' use of any product 


other than F.D.& C. Red No. 40. Thus, not only i$ a patent 


monopoly involved here, but uniquely, regulations of another 
Federal agency have created an economic monopoly in the 
patents in suit. 


3. Escrow Promotes the Lear Enunciated Public 
Policy of a Prompt Adjudication of Patent 


Validity 
Atlas Chemical, supra, regarded the royalty escrow here 


sought as "commendable". Subsequently, Judge Phillips in PPG 
Industries, Inc. v. Westwood Chemical, Inc., supra, again con- 
sidered the salutary effect and equitable nature of a royalty 
escrow, "in '...the type of suit authorized' by Lear..." He noted 
that "...the factual situation in Atlas Chemical [where royal- 
ties were escrowed] encouraged an early adjudication of inval- 
idity". [Emphasis added). 530 F.2d at 705. 
Se 


Just as relief from royalty payments to the patentee will 


discourage the patentee's (Allied's) dilatoiy tactics, so too will 


the escrow discourage any dilatory tactics by plaintiff-licensees. 
If plaintiffs were not to deposit royalties in escrow, but were 
free to use the monies, they, ike the licensor receiving 
royalties, would have motivation to protract and delay this case 
to final reckoning. With the escrow, plaintiff-licensees and 
defendant-licensor have every motivation to expedite this action 
to obtain an early determination of patent validity and vich it 
the right to the escrow fund. 

Allied's view ignores the public interest ia expeditious 
determination of tne validity of the patents in suit. (See, 
Lear). The issue framed on page 38 of Allied's Memorandum does 
not consider the public policy as defined in Lear; the question 
is not whether escrow is mandatory, but rather whether escrow 
will further the federal policy of speedy determination of 
patent validity. Allied's other point pits convéntional contract 
law against federal patent law; it is beyond question that 
federal patent law is paramount. Lear, Inc. v. Atkins, supra; 
American Sterilizer Co. v. Sybron Corp., supra. 

Also, the public interest in preserving obligations 
under valid patents is served by an escrow. If funds are 
regularly deposited in escrow, and if a patentee prevails, 
then he is assured of the funds which he would have had. if 


licensees refused to deposit royalty payments into escrow and 
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continued operations, protracted litigation would be encouraged 
and the ultimate exposure for royalties could be so great that 
recovery might not be collectible. Hence, if Allied's com- 
plaint is that Lear is unfair, the prceposed escrow redresses 


that alieged inequity and serves the public interest announced 


e 


in Lear. 


4, Payment of Royalties to Allied Would Be 
"Unjustified" 


Allied's complaint on page 44 of its Memorandum that 
it will be unfairly subjected to the cost of litig. ion ignores 
that plaintiffs also are bearing litigation costs. Lear has 


also decided this issue at 395 U.S. 670: 


A patent, in the last analysis, simply repre- 
sents a legal conclusion reached by the Patent 
Office. Moreover, the legal conclusion is predi- | 
cated o. factors as to which reasonable men can 
differ widely. Yet the Patent Office is often 
Obliged to reach its gecision in an ex parte 
proceeciug, without the aid of the arguments which 
could be advanced by parties interested in proving 
patent invalidity. Consequently, it does not seem 


to us to be unfair to require a patentee to defend 
the Patent Office's judgmen when his censee 
places the question in issue, especially since the 
licensor's case is buttress ji by the presumption of 
validity which attaches to his patent. [Emphasis 
added}. 


Indeed, for a licensee to pay royalties to a paten- 
tee during litigation for a patent ultimately held to be in- 
valid would be a double tax on the licensee, both by unjusti- 
tind royalty payments and legal fees. This "double tax" 


coupled with the presumption of patent validity, would favor 


Pe 


patentess so heavily as a class in litigation that Lear's 
shouted encouragement to licensees to challenge validity would 
be reduced to a mere whisper. 

Further, if royalties were paid during litigation, 


upon a determination of invalidity licensees would be required 


to initiate a second Suit for recovery of royalties paid, 


again doubly taxing the parties and the courts. Thus, the 
escrow sought promotes a prompt determination, the avoidance 
of additional litigation and settles all matters between the 
parties in one suit. 

The obverse of Allied's claim that "the escrow 
arrangement will give plaintiffs the fruits of the licenses" 
is that payment to Allied will give Allied unjustified 
royalties for an invalid patent and require a second suit 
by plaintiffs for their recovery. 

In this regard, the Supreme Court in Kewanee Oil 
Co. v. Bicron Corp., 416 U.S. 470 (1974) quoted the Court of 
Appeals for the Second Circuit in Painton & Co., Ltd. v. 
Bourns, Inc., 442 F.2d 216, (2nd Cir. 1971), to point out the 
inequity inherent in the continuation of royalty payments 


pendente ‘ite: 


[A patent] may well be invalid, yet many will 
preier to pay a modest royalty than to contest it, 
even though Lear allows them to accept a license 
and pursue the contest without paying royalties 
while the fight goes on. The result in such a 


case would be unjustified Frovaltv pba ments... 
[Emphasis added). dio U.S. at 468. 
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The Unique Circumstance of Allied's Dual 
Monopoly Under the Federal Food, Drug, and 
Cosmetic Act, Enforced by its Improperly 
Obtained Patents, More Strcengly Turns the 


Equities In Favor of Plaintiffs 
Vi The Recent Significance of F.D.& C. Red No. 40 


Notwithstanding the Supreme “Court's general conclu- 
sions in Lear regarding the relationship between licensee and 
licensor, this case involves a unique factual situut‘on in 
which Allied's patent monopoly on the color additive F.D.& C. 
Red No. 40 is reinforced by governmental regulation under the 
Federal Food, Drug, and Cosmetic Act (21 U.S.C.§301 et seq.). 
The regulations prevent the practical use of any red color 
additive other than F.D.& C. Red No. 40 in food, drug or 
cosmetic applications. Thus, as pleaded, F.D.& C. Red No. 
40, claimed by Allied's patents, is by force of law the only 
red color additive suitable for general use for which no 
reasonable substitutes are available. It is used not only by 
itself but in blends with many other additives sold by 
plaintiffs. 

The significance of F.D.& C. Red No. 40 was created 
by the Food and Drug Administration's recent celisting of 
F.D.& C. Red No. 2, at the time the most widely used red food 
color. Hence, F.D.& C. Red No. 40, a specialty color of 
limited application when the licenses to plaintiffs were 


issued, has now become one of the most widely sold commercial 


colors in the industry. Indeed, as to the businesses 


aa ae 


of plaintiffs, the “modest royalty which they preferred to 
pay" in settlement of litigation for a limited, specialty use 
color when the licenses were entered into, was truly modest 
and insignificant to their businesses when sales of the color 
were nominal. However, due to governmental regulation, for 
reasons wholly beyond plaintiffs' control, the royalty has 
now become an oppressive tax upon plaintiffs' businesses. 
Hence, aS royalties have now become substantial and there is 
no alternative, there now exists every economic incentive on 
the part of plaintiffs to challenge the validity of Allied's 
patents and this Court should bave no hesitation in requiring 
Allied to defend the validity of its patents. 


rae Allied's Acquisition of its Patents 
While the significance of F.D.& C. Red No. 40 


resulted from governmental regulation, Allied's acquisition 
qa 


of the patents for F.D.& C. Red No. 40 resulted from its own 
deliberate and inequitable acts before the Patent Office:* 

(a) Allied failed to cite to the Patent Office 
German Patent 12,451 which Allied knew was the "most pertinent" 
prior art reference to F.D.& C. Red No. 40, and which in 
fact describes the chemical formula of the dye. 

(b) Allied presented to the Patent Office a 


misleading comparison of solubility characteristics of 


# Based on information of record in 72 Civ 301 (WCC) 
(Consolidated). 
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F.D.& C. Red No. 40 with other colors, as a predicate of 
patentability for Red F.D.& C. No. 40, when Allied knew 
this comparison was improper. 

Hence, on this basis alone, the patents are invalid 
and unjustifiably restrict free competition in the use of 
ideas which are in reality a part of the public domain. 

Lear, Inc. v. Atkins, supra; SCM Corp. v. Radio Corp. of 
America, 318 F.Supp. 433 (S.D.N.Y. 1970); Monsanto Co. v.Rohm_ 
& Haas Co., 456 F.2d 592 (3rd Cir. 1972); Beckman Instruments 


peckman instruments, 
Inc. v. Chemtronics, Inc., 439 F.2d 1369 (5th Cir. 1970). 


C. Courts Have Frequently Granted Protective Relief 
Against Termination of a Contract To Preserve the 
Status Quo 


The purpose of the Declaratory Judgments Act has 
been aptly stated in Medtronic, Inc. v. American Optical 
Corp., Supra, at 1332: 


One purpose of this Act is to permit a 
potential defendant to obtain an adjudica- 
tion of his rights and obligations under a 
contract without first breaching that 
contract and incurring damages which may 
imperil its very existence. Actual con- 
troversies can thus be settled before 
they result in the accrual of damages or 
termination of the contract. 


See also, Atlas Chemical industries, Inc. v. 
Moraine Products, supra; PPG Industries, Inc. v. 
Westwood Chemical, Inc., supra. 


Thus, the preservation of the status quo by means 


such as the escrow relief sought here has frequently been 
lauded by courts. Thus, Atlas Chemical considered an escrow 
of royalties "commendable". In the landlord-tenant context, 
escrow of rents was regarded as an “excellent protective 
procedure" by the Court of Appeals for the District of 
Columbia pending resolution of disputed rights. Javins v. 
First National Realty Corp., 428 F.2d 1071 (D.C. Cir. 1970) 

at 1083 fn. 67. Thus, the benefits of escrow and its fairness, 
consonant with the requiremesmt that a patentee defend validity 
in the courts before he is entitled to royalties, demonstrates 
that the escrow relief sought by plaintiffs fulfills the true 
purposes and intent of the remedy sought by the declaratory 
judgment and the relief authorized by Lear without breaching 
that contract or incurring damages before the parties' rights 


are declared. 


Ds Allied's Remaining Authorities 
Are Distinguishable 


Kraly v. National Distillers and Chemical Corp., 
502 F.2d 1366 (7th Cir. 1974) is not directed to the issue of 


whether an escrow is proper. At the present juncture, 
plaintiffs are actively contesting validity while preserving 
the status guo. Repudiation of the license is not a step 
plaintiffs are at present prepared to take if the contemplated 


escrow is permitted. 


In Morton-Norwich Products, Inc. v. International 


Salt Co., 183 U.S.P.Q. 748 (N.D.N.Y. 1974), plaintiff-licensee 
merely suspended payments and never proffered any royalties 
into an escrow fund. There the Court stated that the status 
guo was upset by allowing the licensee to compete r.yalty- 
free. The relief sought by plaintiffs compels the deposit of 
its funds into escrow if plaintiffs seek to preclude the 
possibility of injunctive relief. Further, the decision in 


Morton-Norwich was arrived at without the benefit of a 


citation to Painton and also preceded the Supreme Court's 


Statement in Kewanee that "Lear allows [licensees] to accept 
a license and pursue the contest without paying royalties 
while the fight goes on". 

With deference to the Court's opinion in Bahamas 
Paper Co. Ltd. v. Imperial Packaging Corp., 58 F.R.D. 
355 (S.D.N.Y. 1973), plaintiffs submit that the case should 
be restricted to the facts relating to the Rule 42(b) motion 
before Judge Knapp, and that licenses need not be repudia- 
ted prior to challenging validity; this has clearly been 
established by Lear, Kewanee, Painton, ‘/tlas Chemical, 
American Sterilizer and Medtronic. Indeed, PPG Industries, 
inc. v. Westwood Chemical, Inc., supra, mischaracterized by 
Allicd on page 43 of its Memorandum to the effect that 
escrowing constitutes a breach because it amounts to non- 
payment of royalties, instead is directly addressed to the 


issue of when a licensee's obligation to pay royalties ceases 
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without breach of the license agreement. The Court explicitly 
Stated that: 

-..-Lear allows a party freedom from royalty 

payments during a patent validity action, the 

fact that the payments were placed in escrow 

does not change the result. Escrow payments 

were held to be tantamount to nonpayment. 350 

F.2d at 705. 


The Court defined the purpose of the nonpayment as 


a_ right under Lear which licensee's have to be free from the 
obligation to pay rovalties but such non-payment does not 


constitute a breach of contract. Thus, in PPG Industries 

the Court held that to the extent royalties were escrowed 
pending litigation, and the patent held invalid, the patentee 
would not be entitled to any recovery of royalties, and the 
licensee would be entitled to the escrow fund just as if no 


royalties had been paid. 


Allied's reliance upon Aro Corp. v. Allied Witan 


Co., 531 F.2d 1368 (6th Cir. 1976), is misplaced in the 
context of the present case. In Aro, an insubstantial amount 
of royalties was in issue. De minimis non curat lex. Unlike 
the case at bar where the term of the patents has just 

begun and where no viable patented or unpatented alternative 
to F.D.& C. Red No. 40 is available to plaintiffs or the 
public, in Aro the patents were "soon-to-expire" (at 1374), 
"there [was] no evidence that the public [had] no alternative 


unpatented product available." (at 1373). In the present 


case, there exists every motivation to contest validity which 
was recognized in Aro: 


Where it can be shown that a patent does in 
fact have the effect of a "tax on the public," 
is in fact a cause of increased pricing, is in 
fact serving to limit competition in its product 
line or does in fact exert substantial effect 
upon the public and where it can be shown that 
the proffered challenge is the only one likely 
to be made, it may be that judicial policy 
should place determination of the possibility 
that such patent may be invalid ahead of holding 
litigants to their settlement agreements. 531 
F.2d at 1374. 


E. Conclusion 


Allied's claim of "abuse" is specious for if 
Allied's patents are valid, royalties will be available from 
the escrow fund. If plaintiffs were to continue to pay 
royalties to Allied, Allied would have every advantage: 
delay, presumption of validity, and substantial royalties in 
pocket; and if plaintiffs prevail on invalidity, a second 
suit for recovery of royalties paid pending litigation would 
almost certainly follow. 

It is respectfully submitted that, on reason and 


authority, plaintiffs' application for an order to deposit 


royalties in escrow pencente lite should be granted. 
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H. KOHNSTAMM & COMPANY, INC., : 


Plaintiff, Intervenor,: 

v. : 

ALLIED CHEMICAL CORPORATION, : 
Defendant. : 


PLAINTIFFS' MEMORANDUM IN OPPOSITION T9 
DES ENDANT'S MOTION TO DISMISS UNDER 
RULE 12(b)(1) F.R.C.P. 
I. INTRODUCTION 


This Memorandum is presented in opposition to 


defendant's motion to dismiss under Rule 12(b)(1) F.R.C.P. 


A. This Action 


On June 22, 1976 plaintiffs, Warner-Jenkinson Com- 


pany ("Warner-Jenkinson") and L. Kohnstamm & Company, Inc. 


("Kohnstamm") crought an action against defendant, Allied 


Chemical Corporation ("Allied") seeking a judgm-nt that: 


ta) 


Allied's Patent Nos. 3,519,617 (the 
"'617 patent") and 3,640,733 (the 
"'733 patent") are invalid, unenforce- 
able and not infringed by plaintiffs. 
The invalidity of the patents renders 
license agreements between Warner- 
Jenkinson and Allied, and Kounstamm 


and Allied void and unenforceabie. 


Plaintiffs claim damages, restitution and injunctive 


including that: 
(c) 
(d) 


Restitution be made of all royalties. 


Allied is not entitled to recove' 


royalties paid in escrow during the 


pendency of this action. 


Allied be enjoined from instituting 


any action against Warner-Jenkinson 
or Kohnstamm or their customers 
for royalties or infringement. 


Their damages be paid. 


Their cests and attorneys’ fees be 
paid. 

(h) Other relief be awarded as the Court 

deems just. 

This Court has ordered Allied to show cause why 
plaintiff's proposed order: approving escrow agreements; 
authorizing deposit of royalties in escrow; and approving 
such deposits pendente lite as satisfying payment obligations 
under the license agreements, should not be entered. 

Plaintiffs brought this action under the Patent 
Laws and have invoked 28 U.S.C. §§1331, 1332, 1338 as the 


jurisdictional basis for the action; they also invoke 


U.S.C. §§2201 and 2202 (Paragraph 5).. .Kahnstamm alternatively 


moved in the Complaint to intervene as a plaintiff in the 


action Warner-Jenkinson Company v. Allied Chemical Corpora- 
tion (Paragrarn 6). 


B. Background of the Parties!’ Relationship 

The controversy between plaintiffs and Allied arose 
in 1}71 when Allied refused to grant licenses to plaintiffs 
under the patents now in suit to permit manufacture of F.D. & 
C. Red No. 40. Allied also refused to se2l1 F.D. & C. Red No. 
40 to plaintiffs. In 1971 F.D. & C. Red No. 2, the mainstay 
of the F.D. & C. color industry, was being considered for 


imninent delisting by the Food and Drug Administration. The 


oa 


delisting of F.D. & C. Red No. 2 would have left plaintiffs 
without any F.D. & C. approved red color suitable for wide 
range application to supply to their customers. Thus, 
plaintiffs required F.D. & C. Red No. 40, which was the only 
substitute for F.D. & C. Red No. 2, in order to continue in 
their businesses. 


Allied's is refusal to sell or to license placed plain- 


tiffs in an, untenable position; after unsuccessful negotia- 


tions, plaintiffs’ instituted declaratory judgment actions 
in early 1972 seeking a declaration of invalidity, non-in- 
fringement and unenforceability of Allied's patents. In the 
meantime, the F.D.A. did not take any decisive action regard- 
ing the delisting of F.D. & C. Red No. 2. | 
After three years of pre-trial activity, trial was 
commenced in early 1975. At the Court's instance a settlement 
was reached and plaintiffs were issued licenses. The case 
was dismissed without prejudice as to the patent issues. 
During the following year, plaintiffs paid insigni- 
' ficant royalties, reflecting the limited, specialty use of 
F.D. & C. Red No. 40. However, in early 1976, the F.D.A. 
delisted F.D. & C. Red No. 2, leaving F.D. & C. Red No. 40 
as the only practicable red food color for general use on 
F.D.A.'s approved list. As a consequence, the royalty 


obligations mushroomed out of proportion in relation to the. 


commercial worth of F.D. & C. Red No. 40. The modest royalty 
plaintiffs were once willing to pay to end litigation, be- 
cause of drastically changed circumstances now poses the 
threat of economic strangulation to the plaintiffs' busi- 
nesses. 

Attempts to renegotiate the high royalty rates 
ended in failure. Allied expressed its own dissatisfaction 


with the license agreements since they permitted Allied's 


competitors to manufacture F.D. & C. Red No. 40 rather than 


requiring them to purchase the color from Allied. According- 
ly, business realities were such that only one practicably 
usable red food color was available and Allied was desirous 
of being the sole manufacturer thereof. Plaintiffs feared: 
(a) If they continued to pay high 
royalties, they would lose their 
competitive position. 
If they stopped paying royalties, 
Allied would sue them and/or their 
customers for infringement and seek 
an injunction which would put them 
out of business. 
either alternative offered any comfort to plain- 
tiffs. Their only choice was to bring an action to invali- 
date the Allied patents and prevent their enforcement once 


and for all. Because there is no other practicable substi- 


ate 


tute for F.D. & C. Red No. 40, pleintiffs could not risk the 
loss of their license rights. Consistent with the Supreme 
Court's holding in Lear, they seek to invalidate Allied's 


patents without termination of the license agreements. 


Contrary to Allied's assertion on page 7 of its 


Memorandum, the license agreements do not prevent this litiga- 
tion; they merely speak of non-termination of the agreements 
for two years. 

Allied by its Rule 12(b)(1) Motion now seeks to 
have this action dismissed. On the authorities set forth 
below, Allied's Motion should be denied and this case be al- 


lowed to proceed. 


II. ALLIED'S MOTION SHOULD BE DENIED 

Allied challenges the subject matter jurisdic- 
tion of the Court under the Declaratory Judgments Act (28 
U.S.C. §§2201, 2202), the Court's "arising under" juris- 
diction under 28 U.S.C.§§1331 anc 1338, and diversity juris- 
diction under 28 U.S.C. §1332. 

As set forth below, Warner-Jenkinson and Kohnstamm 
first establish that this controversy is appropriate for de- 
Claratory judgment and then set forth the independent grounds 
of “arising under" and diversity jurisdiction which sustain 


this action. 


A. A Justiciable Controversy Exists Within the Meaning 
of 28 U.S.C. §2201 Giving Rise to Subject Matter 
Jurisdiction 
Notwithstanding that an adequate jurisdictional 
basis for this action is established by the plaintiffs" case 
against Allied for affirmative relief [See: Sections B end C, 
infra], basis also exists for this Court to treat the instant 
action as a declaratory judgment and decide the controversy. 
The Deslaratory Judgments Act is procedural in 
its operation. It did not create a new cause of action, i* 
merely created a new remedy. Under the Act, an actual 


controversy establishes the right of the court to provide 


the relief requested. Once subject matter jurisdiction has 


been established, the Court may proceed to determine the 


controversy on its merits. Aetna Life Insurance ©». v. 
Haworth, 300 U.S. 227 (1937); Skelly Oil Co. v. Phillips 
Petroleum Co., 339 U.S. 667 (1950). 

The justicable controversy issue is decided on 
the basis of the Complaint, and the allegations therein are 
liberally construed and taken as admitted for purposes 
of the motion. Scheuer v. Rhodes, 416 U.S. 232 (1974); 
Jenkins v. McKeithen, 395 U.S. 411 4.969). 


1. Allied's Position 
Allied maintains that the Complaint fails to allege 


~“ 


that it made a charge of infringement against Warner-Jenkinson 
or Kohnstamm (Allied's Memorandum, pp. 13-14) and relies upon 
Thiokol Chemical Corp. v. Burlington Industries, Ine., 313 
F.Supp. 253 (D.Del. 1970), ("Thiokol 1"), for the proposition 
that a declaratory judgment action by a licensee against the 
patentee-licensor for a declaration of invalidity and non-in- 
fringement cannot state a justiciable controversy under 35 
U.S.C. §2201 because a licensor cannot charge the licensee 
with infringement. At pages 16-17 of its Memorandum, Allied 
argues that Werner-Jenkinson and Kehnstamm are asking the 
Court for an advisory opinion because Allied has not charged 
infringement. 

"Business Realities" Create 

A Justiciaile Controversy 

Whether an actual controversy exists which is 

sufficient to confer jurisdiction on a court is a question 
which must be decided upon the specific facts of each case. 
However, the Supreme Court has set out standards to be 


applied in deciding the existence of a “case of actual 


controversy". In Aetna Life Insurance Co. v. Haworth, 


aS 


U.S. 227 (1937) the Court stated at 300 U.S. 240, 241: 


A "controversy" in [the constitutional] 
sense must be one that is appropriate for 
judicial determination.... A justiciable 
controversy is thus distinguished from a 
difference or dispute of a hypothetical 
or abstract character; from one that is 


academic or moot.... The controversy 
must be definite and concrete, touching 
the legal relations of parties having 


adverse legal interests.... It must te a 

real and substantial controversy admitting 

of specific relief through a decree of a 

conclusive character, as distinguished 

from an opinion advising what the law 

would be upon a hypothetical state of 

facts.... (citations omitted). 

See also, Maryland Casualty Co. v. Pacific Coal 
& O11 Co., 312 U.S. 270, (1941). 

The "touchstone" of a justiciable controversy 
in patent cases is "reasonable apprehension" on the part of 
a declaratory judgment claimant that the patentee will sue 
him. “Reasonable apprehension" is to be taken in light of 
the realities of business life. Wallace & Tiernan, Inc. v 
General Electric Co., 291 F. Supp. 217 (S.D.N.Y. 1968); Com- 
ponents, Inc. Vv. Western Electric Co., 318 F.Supp. 959 (D.Me. 


1970). 


In Japan Ges Lighter Assoc. v. Ronson Corp., 257 
F.Supp. 219, 237 (D.N.J. 1966) a justiciable controversy 


arose from a: 
.e.well grounded fear that should he 
[the plaintiff] continue or commence the 
activity in question, he faces an ine 


fringement suit or the damaging threat 
of one to himself and his customers. 


The touchstone is a reasonable appre~ 
hension. (emphasis by the Court) 
The declaratory judgment issue is therefore whether 


plaintiffs have pleaded facts which if proven would show that 
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they were in reasonable apprehension that they faced patent 
litigation by Allied. The Complaint clearly shows such 
facts. 

In this Circuit, the Court of Appeals has liberally 
cunstrued the "actual controversy" requirement and made the 
“realities of business" the standard which courts should use 


in determining whether or not an actual controversy exists. 


In Muller v. Olin Mathieson Chemical Corp., 404 F.2d¢ 501 at 
504, 505 (2nd Cir. 1968), the Court reaffirmed the prevail- 


ing view: 


"Professor Moore states that the requirement 
that there has been a "charge of infringement" 
has been given a very liberal interpretation. 
6A Moore's Federal Practice 957.20 at 3119 

(2d ed. 1966). 


"No doubt the years of strife? between the 
parties has impeded plaintiffs' success in 
marketing their product in this country and 
elsewhere. Unlike the facts in Wembley, 

Inc. v. Superba Cravats, Inc., supra, the 
plaintiffs are ready, able and anxious to 
enter the United States market in quantity. 
But defendant has put plaintiffs ina 
position where they must either abandon use 
of their patent or, if they exploit the 
patent, must run the risk of being liable to 
defendant for potential damag<cs whenever 
defendant should see fit te sue for infringe- 
ment. See Dewey & Almy Chewical Co. v. 
American Anode, Inc., supra, 137 F.2d at 71. 
To deny that a ‘case or controversy’ exists 
in this situation is to ‘ignore the realities 
of business life.'" 6A Moore's Federal 
Practice 957.20, at 3121 (2d ed. 1966) 
(footnote omitted). 


See also, Wallace & Tiernan, Inc. v. General Elec- 
tric Co., supra; and Blessing Corp. v. Altman, 373 F.Supp. 
802 (S.D.N.Y. 1974) at 805 where Judge Bauman interpreted 


this Court's opinion in Wallace & Tiernan as suggestins the 


same broad reading of “charge of infringement" as subsequently 


stated in Muller. 


a Allied Authorities Are Distinguishable 
Allied has tried to anticipate Warner-Jenkinson's 


and Kohnstamm's position by attempting to distinguish the 
instant case from Lear, Inc. v. Atkins, 395 U.S. 653 (1969); 
Medtronic Inc. v. American Optical Corp., 327 F.Supp. 1327 
(D.Minn. 1971); and American Sterilizer Co. v. Sybron Corp., 
526 F.2d 542 (3rd Cir. 1975). 

Plaintiffs also rely on Atlas Chemical Industries, 
Inc. v. Moraine Products, 509 F.2d 1 (6 Cir. 1974); Hanes 
Corp. v. Millard, 531 F. 2d 585 (D.C. Cir. 1976): and Dahl- 
gren Mfg. Co. v. Harris Corp., 399 F.Supp. 1253 (N.D. Tex. 
975). 

Below, the plaintiffs will discuss the “oregoing 
cases and demonstrate that no barrier to the existence of a 


justiciable controversy exists in the present action. 


(a) Lear, Inc. v. Atkins 
Lear, supra at 668 confirmed that: 


...federal law requires that all ideas 


in general circulation be dedicated to . 
the common good unless they are protected 
by a valid patent. Sears, Roebuck v. 

Stiffel Sti ffe) co. {376 U ; Compco 
Vorp: v;, va Ae ay-Brite Lightin Inc., [ 


In furtherance of this federal law the Court in Lear 
buried the doctrine of licensee estoppel and sought, as a matter 
of public policy, to encourage those with the strongest 
economic incentive to challenge the validity of patents: 


Surely the equities of the licensor do 
not weigh very heavily when they are 
balanced against the important public 
interest in permitting full and free com- 
petion in the use of ideas which are in 
reality a part of the public domain. 
Licensees may often be the only indivi- 
duals with enough economic incentive to 
challenge the patentability of an inven- 
tor's discovery. If they are muzzled, 
the public may continually be required 

to pay tribute to would-be monopolists 
without need or justification. We think 
it plain that the technical requirements 
of contract doctrine must give way before 
the demands of the public interest in the 
typical situation involving the negotia- 
tion of a license after a patent has 
issued. (at 670-671) 


In the seven years s.nce Lear, courts have inter- 
preted its strong policy to permit licensees to bring actions 
in the federal courts under the Patent Laws to establish 
invalidity of licensed patents, their non-infringement and 
unenforceablity without termination of the license seceeeenty 
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The federal courts have held thet a justiciable controversy 


is stated by licensees attacking the validity of the licensed 


patents; this is precisely what Warner-Jenkinson and Kohnstamm 


have done by filing the instant Complaint against.Allied. 


(b) Medtronic Inc. v. American Optical Corp. 
The jurisdictional basis for the present action is 


dealt with in Medtronic Inc. v. American Optical Coprp., 327 

F. Supp 1327 (D. Minn. 1971) where the Court had before it a 
factual situation virtually identical with that presented 

here. Plaintiff therein sought a declaratory judgment under 
28 U.S.C. §§2201 and 2202 that defendant's licensed patent 

("the 990 patent") was invalid and not infringed. Furthermore, 
plaintiff sought a temporary decree authorizing it to pay 
royalties to an escrow agent during the pendency of the 


litigation.* Plaintiff alleged jurisdiction as arising 


under the Patent Laws of the United States, 28 U.S.C.§1338 
(327 F. Supp.at 1330). ; 


Defendant moved to dismiss the Complaint under Rule 
12(b)(6) F.R.C.P. on the ground that there was no jurisdic- 
tion over the subject matter by asserting that there was no 
assertion of the existence of an actual controversy between 
the parties (327 F. Supp.at 132%). 

Beginning at 327 F. Supp.1330 the Court set out its 


reascning for denying the motion under the heading "PATENT 


® The Court reserved decision on the escrow question pend- 
ing determination of the jurisdictional question. 
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LAW JURISDICTION: THE 990 PATENT" and concluded as follows: 


Today this Court holds that an action 

for a (declaration of invalidity or 
non-infringement] of a licensed patent is 
also a suit under the patent laws. 
Accordingly, this Court finds it has 
patent law jurisdiction over the contro- 
versy surrounding the '990 patent. (Id. 
at 1332-1333) 


In doing so the Court rejected defendant's argument 
(and Allied's in the instant case) that: 

.--because there is a license, there can 

be no charge; because there is no charge, 

there can be no controversy; because 

there is no controversy, this court lacks 

jurisdiction. (Id. at 1331 

The Court found aut. rity for its holding that the 
mere existence of a license agreement does not pre: it the 


creation of a justiciable controversy between licensee and 


licensor in Lear, Inc. v. Atkins, supra, and in Beckman 


Instruments, Inc. v. Technical Dev. Corp., 433 F.2d 55 (7th 
Cir. 1970), holding: 


In Lear the Supreme Court abolished the 
doctrine of licensee estoppel and enunci- 
ated the strong public policy that patent 
validity should be open to challenge by 
licensees. In Beckman a sub-licensee 
brought a declaratory judgment action 
challenging the validity of the patent 
while the license agreement was in 
effect, and also alleging the illegality 
of that agreement. The Seventh Circuit 
reversed the district court's summary 
judgment for defendant on the authority 
of Lear 


Two points are noteworthy about the 
Seventh Circuit's ruling; it did not 
require Beckman to terminate the license 
before bringing its action and it inter- 
preted Lear as enunciating a policy of 
removing légal and economic birriers to 
patent challenges by licensees. This 
Court ‘accepts the Seventh Circuit's 
interpretation of Lear in toto. 

(Id. at 1331) 


In chis connection, the Court distinguished and 


declined to foiiow the "more restrictive reading of Lear" in 
Thiokol I, supra. As a matter of policy dictated by Lear, 
the Court refused to force licensees to take the "drastic" 
steps required by the Thiokol cases when a licensee seeks 
judicial relief under the Declaratory Judgments Act: 


One purpose of this Act is to permit a 
potential defendant to obtain an adjudi- 
cation of his rights and obligations 
under a contract without first preaching 
that contract and incurring damages which 
may imperil its very existence. Actual 
controversies can thus be settied before 
they result in the accrual of damages or 
termination of the contract. 


The present action is typical of the 
cases that Congress intended to be set- 
tled by a declaratory judgment suit. 

The plaintiff prays for a declaration 
that patent '990 is invalid and non-in- 
fringed. It requests a temporary decree 
authorizing it to pay royalties allegedly 
due under the License Agreemert to an 
escrow agent. Since the Agreement 
requires royalties on products "covered 
by a valid, issued, unexpired claim or 
Claims" ot this patent, the various 
prayers neces’ itate the construction of 
the contract and an interpretation of 
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patent law. No useful purpose would be 
served by forcing the plaintiff to 


terminate the contract before bringing 

suit. (at Id. 1332) 

The Court also interpreted Thiokol I as a case in 
which the sole difference between the absence or presence of 
a case or controversy was the termination.of a license agree- 
ment. The Court ruled that difference irrelevant under the 
policy of Lear. Accordingly, declaratory judgment jurisdiction 
raised federal patent law questions thereby conferring "patent 
law jurisdiction" on the Court. See also: PPG Industries, 


inc. v. Westwood Chemical, Inc. 530 F.2d 700, 707 (6th Cir. 1976). 


(c) Atlas Chemical Industries 
v. Moraine Products 


In Atlas Chemical Industries, Inc. v. Moraine Prod- 
ucts, 509 F. 201 (6th Cir. 1974) plaintiff was also a licensee 
who sought a declaratory judgment of invalidity of the patent 
under which it was licensed. Jurisdiction was initiated on 
authority of Lear, Inc. v. Atkins, supra. The District Court 
in that case ordered that royalties be escrowed during the 
pendency of the litigation and thereafter held the patent to 
be invalid but ordered the :scrowed royalties paid over to 
the paventee. The Court of Apreals affirmed the finding of 
invalidity, but reversed the order turning the escrowed mories 
over to the patentee: : 


The present suit is an action by a 
licensee, Atlas, attacking the validity 


a, 


of a patent owned by the licensor, 

Moraine. The instant case is the type a! 

suit authoized by Lear v. AtKins.... 

right of Atlas to bring this action as 

licensee to litigate the validity of the 

patent therefore is unquestioned. 

., (emphasis by the Court). (at 5) 

The case reinforces the holding in Medtronic, Inc. 
v. American Optical Corp., supra, that a case or controversy 
is stated by a declaratory judgment action brought by a 
licensee to have the licensed patent declared invalid, and 


further, that the “arising under" jurisdiction is proper. 


(d) American Sterilizer Co. 
v. Sybron Corp. 


In American Sterilizer Co. v. Sybron Corp. 526 F. 
2d S42 (3rd Cir. 1975) the Third Circuit Court of Appeals 
reinstated plaintiff-licensee's declaratory judgment counts 
seeking to have the licensed patent declared invalid and not 
infringed. Jurisdiction for these counts was asserted to be 
under 28 U.S.C. §1338 (at 544). The District Court had ear- 


lier dismissed the federal "arising under" jurisdiction counts 


and refused to permit the licensee to attack the validity of 


the patents withoit first terminating the license agreement 
(at 545). The Court of Appeals reversed that ruling "in its 
entirety" (at 549), holding that the federal policy of free 
competition in ideas which do not merit patent protection, as 
expressed in Lear, required that a licensee be permitted to | 


contest the validity ox that patent without first terminating 
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the license agreement, and that such an action by the licen- 
see arose under patent law conferring jurisdiction under 28 
U.S.C. §1338 (at 546). The Court cited Lear and Atlas in 
support of its holding. 

Allied sought to distinguish Medtronic and American 
Sterilizer on page 19 of its Memorandum, on the ground that 
those cases involved new and different products. If this 
were a legitimate distinction, it is without a difference 
here. Here, the plaintiffs must embark on a major expansion 
of their production and sale of F.D. & C. Red No. 40 and in 
essence establish a new business in the product. Nor is 
there any reason that a justiciable controversy should vest 
when a new product is involved but not attach where business 
expands on an existing product when in either instance the 
patentee/licensor has placed the licensee in apprehensicn of 
litigation. To the contrary, plaintiffs submit that on the 
facts of this case, Allied's prior history of litigation, its 


refusal to renegotiate and its expressed desire to be the 


- sole manufacturer of the product are confirmatéry of plaintiffs' 


reasonable apprehension. 

Allied also attempted to distinguish American 
Sterilizer by stating that the presence of a justiciable 
controversy was not questioned in the appellate court. Issue 
‘4s taken with t 5s statement in view of the quotation from 


the district court's Order which was the basis for the 
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appeal. The District Court appears to have applied the same 


reasoning as in Thiokol I in refusing to permit an attack on 
the patent before termination of the license agreement. Such 
a holding would have had to be grounded on the Thiokol I view 
that there can be no justiciable controversy between licensee 
and licensor while the license agreement remained in force. 
The Court of Appeals in American Sterilizer expressly rejected 


this view and thereby indirectly overruled Thiokol I. 


(e) Dahlgren Mfg. Co. v. Harris Corp. 


In Dahlgren Mfg. Co. v. Harris Corp., 399 F. Supp. 
1253 (N.D. Tex. 1975) supra, defendant-licensee was sued for 


appropriation of trade secrets and breach of contract. Li- 
censee counterclaimed for a declaratory judgment that the 
licensed satenta were invalid. The Court posed the issue as 
follows: | 


The first counterclaim presents 

the novel question of whether a patent 
licensee operating under a crcess-licens- 
ing agreement can raise by Declaratory 
Judgment in a counterclaim the issue of 
invalidity of the patent which is the 
subject of the license agreement when the 
original complaint filed by the licensor 
has not alleged infringement but only 
common law unfair competition and breach 
of contract. The issue presented is 
whether in these circumstances a declara- 
tory judgment action creates an actual 
case or controversy arising under the 

atent laws and invoking the jurisdiction 
of this federal court. (emphasis added). 


9 F.Supp. at 125 
And held at 1256 that: 
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-.ethe Lear analysis is dispositive 

of the question of whether the presenta- 
tion of a patent validity issue by the 
licensee raises a justiciable controversy. 
It is apparent that the question of the 
validity of the Dahlgren patents pervades 
the entire history of the conflict 
between the parties. To hold that the 
Defendant's first counterclaim does not 
present a justiciable issue would be to 
ignore the realities of the parties‘ 
relationship. It was this type of 
situation that the Lear decision was 
meant to cure. 


In so holding, the Court rejected the licensor's 
reliance on Thiokol I, supra, that there was no declaratory 
judgment jurisdiction since the license was in effect and 
there had veen no charge of infringement: 

I find that an actual controversy 


exists over the validity of the Dahlgren 
petents. (at 1256) 


(f) Hanes Corp. v. Millard 
Hanes, 531 F. 2d 585 (D.C. Cir. 1976) is dis- 


eussed in greater detail in the following section; however, 
it is sufficient to point out that the Court of Appeals for 
the District of Columbia held that a licensee may file a 


declaratory judgment action under 35 U.S.C. §1338 to declare 


the underlying patent invalid. At the same time the Court 
rejected the reasoning of the Thiokol cases. 

The instant case, it is submitted, is controlled 
by the rules of law set forth in Lear, as implemented by — 


Medtronic, Dahlgren, Atlas, American Sterilizer and Hanes. 
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The actual controversy between the parties as to the validity, 
infringement and enforceability of Allied's patents, as 
created by the business realities of this case, rebuts any 
allegation that an advisory opinion is sought. The plaintiffs' 
businesses sre not hypothetical. They are producing F.D. & 

C. Red No. 40 today and must continue to do so if they wish 

to remain competitors in the color industry. 

Conseauer::itly, a licensee states en actual contro- 
versy under tne Declaratory Judgments Act between himself and 
his licensor when he attacks the validity of a licensed 
patent. 

B. This Action Arises Under the United States 


Constitution Articl> I, Section 8 and Under 
the Patent Laws, Thereby Giving Rise to Juris- 


diction Under 28 U.S.C.§§1331 and 1338 


1. Jurisdiction Under 28 U.S.C. §§1331 and 
1338 Is Proper , hae 


(a) Plaintiffs' Declaratory Judgment 
Complaint "“Arises Under" Federal 
Law 


Allied argues that plaintiffs are doing no more 
than raising a "defense" to a threatened state contract action 


for royalties by Allied, citing American Well Works Co. v. 


Layne & Bowler Co., 241 U.S. 257, 260 (1916) and Public Service 


Comm'n. v. Wycoff Co., 344 U.S. 237, 248 (1952). Allied denies 
that plaintiffs' action can “arise under" the patent laws; 


and contends that as a "defense" it arises under the law that 


created the cause of action (Allied’s Memorandum, pp. 21-24). 

After citing the Thiokol cases, and W.R, Grace & 

Co. v. Union Carbide Corp., 319 F.Supp. 307, 312 (S.D.N.Y. 
1970), Allied comes to the erroneous conclusion that it can 

only bring suit against plaintiffs in state court for payment of 
royalties (Allied's Memorandum, pp. 24-26). 

These arguments ignore the true nature of plaintiffs' 
action. Plaintiffs claim is based on the business realities 
that an actual controversy exists between the parties over 
the validity, infringement and enforceability of the Allied 
patents and consequently, federal law gives them the right to 
bring this action. It has nothing to do with its being a 
"defense" to a hypothetical state contract action by Allied,*® 

as was the situation in the Thiokol cases and in Grace. 

. Justice Holmes states in American Well Works that the 
Declaratory Judgments Act may be sufficient to define a basis 
for a cause of action; however, it is not necessary. In smith 
v. Kansas City, Title & Trust Co., 255 U.S. 180 (1921) a non- 
diverse plaintiff sued in federal court under federal "arising 
under" jurisdiction for an injunction to restrain the defendant 
from investing in certain bonds which were not appiuved se- 


curities under state law, but were permissible under federal 


¥-Yn Tact plaintifts fear an infringement action by Allied 
in view of Allied's desire to be the sole manufacturer of 
F.D. & Cc. Red No. -4Q0, P 


law. The Court reasoned, over the dissent of Justice Holmes, 
that in order for the plaintiff to prevail, he must show that 
the underlying Act of Congress was invalid. Accordingly the 
Court held plaintiff stated a federal cause of action and 
properly invoked the district court's “arising under" juris- 
diction: 


The general rule is that, where it appears 
from the bill or statement of the plain- 
tiff that the right to relief depends 

upon the construction or application of 
the Constitution or laws of the United 
States, and that such federal clainu is 

not merely colorable, and rests tipon @ 
reasonable foundation, the District Court 
has jurisdiction under this provision. 


At an early date, considering the grant 
of constitutional power to confer juris- 
diction upon the federal courts, Chief 
Justice Marshall said: 


“A case in law or equity consists 
of the right of the one party, as well as 
of the other, and may truly be said to 
arise under the Constitution or a law of 
the United States, whenever its correct 
decision depends upon the construction of 
either," Cohens v. Virginia, 6 Wheat. 264, 
379 (5 L. Ea. 257); and again, when “tk2 
title or right set up by the party, may 
be defeated by one construction of the 
Constitution or law of the United States, 
and sustained by the opposite construction." 
Osborn v. Bank of the United States, 9 
Wheat. 738, 822 (6 L. Ed. -204). 255 U.S. 
at 199. 


This controlling law is applied in the Second 


Circuit and is applicable to the application of 28 U.S.C. §1338 
as well. See, e.g., JFD Electronics Corp. v. Channel Master 
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Corp., 229 F.Supp. 514, 516 (S.D.N.Y. 1964); I.C.E. Corp. v. 
Armco Steel Corp., 201 F.Supp. 411, 413 (S.D.N.Y¥. 1961); 


Ostow & Jacobs, Inc. v. Morgan-Jones, Inc., 180 F.Supp. 38, 


42 (S.D.N.Y. 1959). 

JFD Electronics involved a non-diverse licensee- 
plaintiff who sued in the Southern District under 28 U.S.C. 
§1338(a) to declare the patent of licensor-defendant's, under 
which plaintiff was licensed, to be invalid and not infringed. 
Previous patent infringement litigation was settled by the 
issuance of the license agreement. 

The licensor challenged federal "arising under" 
jurisdiction on the apparent ground that any charge of in- 


fringement by the licensor was a state contract matter and 


not a federal §1338 matter. The Court in JFD Electronics 


rejected this argument, even before Lear, saying: 


The nearest case in point is Ostow & 
Jacobs, Inc. v. Morgan-Jones, Inc., 180 
F.Supp. 38 (S.D.N.Y. 1959). Judge Dimock 
there reasoned that charges of infringement 
amounted to defamation of product, a type 
of unfair competition and a cause of 
action under New York law. Judge Dimock 
further reasoned that to prove such a 
cause of action plaintiff must show either 
invalidity of the patent involved or 
non-infringement; that thus "an aspect of 
the federal law of patents is essential to 
plaintiff's success" (180 F.Supp. at 43); 
and that this Court has jurisdiction of 
the action as one arising under the patent 
laws within the doctrine of Smith v. 
Kansas City Title & Trust Co., 255 U.S. 
180, 41 S.Ct. 243, 65 L.Ed. 577 (1921). 
(229 F.Supp. at 516) oa 
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Plaintiffs submit that there are two lines of cases 
which Allied is trying to meld into one legal proposition. 
This only serves to becloud the real issues. The cases split 
along the line of whether the issue that started the conflict 
between the parties (licensee and licensor) is payment of 
royalties reflecting a difference of opinion of contract 
interpretation or validity of the patent underlying the 
license agreement. 

Typically in the first situation, a licensor will 
elaiu that royalties are Jue under the license for a certain 
product and the licensee will disagree with that claim. In 


these situations, the courts have held that licensees seek- 


ing to invalidate the licensed patents do not state federal 


“arising under" jurisdiction because the real controversy 
concerns the interpretation of the agreement whic.. is a state 
question. This type of case has its origin in the state courts 
where the licensor is seeking royalties; thereafter, perhaps 
as an afterthought, the licensee brings his own declaratory 

- judgment action in federal court seeking to invalidate the 
licensed patents. The federal courts have recognized the 
true nature of the controversy and declined to exercise their 
discretion to hear the licensees' invalidation case so long 
as the license agreement was not terminated. Thiokol cases, 
Supra; Grace v. Union Carbide, supra. It is in cases of this 
nature that the doctrine of Public Service Comm'n. v. Wycoff 
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Co., supra, is controlling. 

However, in the latter type of case a licensee 
initially will attack the validity of the patent underlying 
the license in federal court asserting federal “arising 
under" jurisdiction, the controversy being over the validity 
of the patent. The federal courts have recognized that i: 
this type of case the true controversy is the patent's 
validity and have exercised their discretion to try the 
licensee's invalidation case, notwithstanding the fact that 
the license agreement was not terminated. JFD Electronics,® 
supra; Medtronic, supra; Dahlgren, supra; Atlas Chemical 
Industries, supra; American Sterlizer, supra; PPG Industries, 
Inc. v. Westwood Chemical, Inc, 530 F.2d 700 (6th Cir. 

1976). In these cases the doctrine of Smith v. Kansas Citv 
Title & Trust Co., supra is controlling. 

Hanes Corp. v. Millard, 531 F. 2d 585 (D.C. Cir. 

1976) follows the lines of distinction set out hereinabove. 


In Hanes, plaintiff, the equivalent of a licensee of -he 


defendants (at 593 n. 6), brought a declaratory judgment 


action to declare the licensed (and expired) patent invalid 
and not infringed, and in a second count to declare defen- 

dant's royalty claim barred by the statute of limitations. 

Prior to the commencement of the action, defendants had 
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* In this pre-Lear case, the Court limited the casas 
licensee's case-to non-infringement. 
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instituted arbitration proceedings in France to recover past 


royalties from plaintiff; the arbitration was started pursuant 


to the provisions of the "license" agreement between the 
parties. 

Plaintiff moved for Summary judgment on the statute 
of limitations count in the District of Columbia case and the 
District Court granted the motion which rendered the patent 
validity count moot or premature (at 590). 

The Court held that the statute of limitations count 
was in reality a defense to the .rbitration proceedings and 
as a contract matter shoulc be permitted to proceed in the 
tribunal originally agreed to by the parties, citing Public 
Service Comm'n v. Wycoff Co. (at 596). 

As to the patent invalidity count, the Court held 
that the foreign arbitration panel was not competent to de- 
cide U.S. patent law (at 593). In effect, there was no prior 
court action to which the patent validity issues cculd be 
tried, and therefore the District Court should have exercised 
its discretion under its 28 U.S.C. $1338(b) “arising under" 
jurisdiction (at 592, 594 n. 8), albeit to Stay such proceed- 
ings until the contract issues have been determined by the 
arbitration panel (at 600). In support of its holding that 
the District Court had "arising under" jurisdiction, the Ap- 


pelate Court cited Smith v. Kansas City Title & Trust Co., 


Supra, and distinguished the Thiokol cases. See 594-595 n. 8. 


The Court, in rejecting the b:oad holdings in the 
Thiokol cases cited, inter alia, Medtronic and JFD Electronics 
and pointed out that just as in a plaintiff-licensee declara- 
tory judgment situation, the licensor could also bring its 
own coercive suit against the licensee for infringement 
(at 594 n. 8). Compare t.is holding to Allied's contention in 
its Memorandum on pages 23, 25 and 26.*® 

The instant case is gowerned by the rule that where 
the real controversy involves th» contract, it is subject to 
contract law, but where, here, the real controversy in- 
volves the validity, infringement and enforceability of the 
patent, the case is subject to federal law and "arises under" 
28 U.S.C. §§ 1331 and 1338. 


(bd) Plaintiff's Complaint “Arises Under" 
Federal Law 
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The inherent deficiency in Allied's dispute over 
‘jurisdiction is that Allied failed to realize the nature and 


substance of plaintiffs’ claim--it is an offensive action to 
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# Allied's reliance on Arvin Industries, Inc. v. Berns Air 
King Corp., 510 F. 2d T1070 (7th Cir. 1975) is misplaced 
Since on its face, the plaintiff-licensor pleaded the 
license agreement which authorized the very use of the 
patent charged to be infringed. This barred the plaintiff 
from charging infringement. Obviously, Allied is not 
limited to a contract action since it might seek to charge 
that plaintiffs have breached and effectively terminated 
the license, and therefore charge plaintiffs with infringe- 
ment. . 
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establish invalidity of patents and thereby their rights un- 
der the Constitution and the Patent Laws. Plaintiffs’ right 
to freely and without the payment of royalties, use subject 
matter in the public domain is federal law de*ined in Sears, 
Roebuck & Co. v. Stiffel Co., 376 U.S. 225, 231 (1964); 
Compco Corp. v. bay-Brite Lighting, Inc., 376 U.S. 234, 237 
(1964). Lear, Inc. v. Atkins, 395 U.S. 653 (1969). 

Thus, those cases upon which Allied relies which 
refer to anticipatory defenses as not establishing declaratory 
judgment jurisdiction are ali inapposite. Plaintiffs are 
true plaintiffs in this Court, not prospective or anticipatory 
defendants. They are plaintiffs establishing their federal 
rights to unhindered competition in F.D. & C. Red No. 40 as 
announced in Lear. The rights they seek depend entirely upon 


the Patent Laws, 35 U.S.C. Their rights are federal; 28 U.S.C. 


9§1331 and 1338 confer jurisdiction on this Court to hear 


plaintiffs' claim. 

28 U.S.C.§1331 confers jurisdiction in cases 
| “arising under the Constitution {and) laws of the United 
States." In Ivy Broadcasting Co. v. American Tel & Tel. Co., 
391 F.2d 486 (2nd Cir. 1968) this Circuit's Court of Appeals 
stated the test "whether a complaint presents a federal 
question" is: 

whether the complaint is for a remedy 


expressly granted by an act of Congress 
or otherwise “inferred” from ° ieral law, 
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or whether a properly pleaded "state 
created" claim itself presents a "pivotal 
question of federai law," for example 
because an act of Congress must be 
construed or "'federal common law' 
govern[s] some disputed aspect" of the 
Claim. « 


The Court continued at 492: 


The word "laws" in §1331 should be 

construed to incluce laws created by 

federal judictal decisions as well as by 

congressional legislation. The rationale 

of the 1875 grant of federal question 

jurisidiction--to insure the availability 

of a forum designed to minimize the 

danger of hostility toward, and specially 

suited tc the vindication of, federally 

created rignts--is as applicable to 

judicially created rights as to rights 

created by statute. 

The contracts between the parties are not at issue 
here. The controversy is the validity of two patents and the 
propriety of Allied's exercise of rights thereunder. The 
controlling law is Title 35, U.S.C. as well as federal 
judicial decisions relating to the misuse and acquisition of 
patent rights. 

Substantive federal issues all bearing on this con- 
troversyvy are defined by Title 35, v.5.C.to wit: 

§154 - The grant of a right to exclude. 

§261 - Authorization to use an invention. 
§271(d){1)- The right to "derive revenue" from a patent. 
§§100-104 - Criteria for patentability. 


35 U.S.C.§282 is also pertinent: 
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...The burden of establishing invalidity 
of a patent shall rest on the party 
asserting ix. 


The following shall be defenses in 
any action involving the validity or 
infringement of a patent and shall be 
pleaded: 


(1) Noninfringement, absence of liabil- 
ity for infringement or unenforce- 
ability, 


(2) Invalidity of the patent or any 
claim in suit on any ground speci- 
fied in part II of this title as a 
condition for patentability, 


Invalidity of the patent or any 
claim in suit for failure to comply 
with any requirement of sections 112 
or 251 of this title. 
Plaintiffs' rights and remedies arise under these 


statutory provisions and they are entitled to bring this 


original federal action to vindicate these rights. 


Allied argues extensively that plaintiffs are li- 
censees. However, the existence of license agreements is 
irrelevant to jurisdiction. “Arising under" jurisidiction 
is bolstered by the licenses because their existence removes 
any contract issue from this case and permits the major 
issues in this action, patent validity and enforceability to 


be tried by a federal court and does not involve any state 


contract law.* It has long been held that patent validity is 
a question “arising under" federal laws. Grip Nut Co. v. 
Sharp, 124 F.2d 814 (7th Cir. 1941). 

In sum, the plaintiffs are no mer? anticipatory 
defendants. They are like any party making a claim under a 
federal right in excess of $10,000, whether it be a victim of 
an unconstitutional search, Bell v. Hood, 327 U.S. 678, 
(1946); "{T]he alleged violations of the Constitution here 
are not immaterial but form rather the sole basis of the 


relief sought" (327 U.S. at 673); or an interest group seeking 


to enjoin a regulation, League To Save Lake Tahoe v. Tahoe Reg. 


RD 


# It is also noted that for one reason or another, Allied at 
page 21 of its Memorandum has omitted a significant por- 
tion of §1338 under which federal courts are granted jur- 
isdiction in patent cases "exclusive of the Courts of the 

states". 


Quoted in full text 28 U.S.C. §1338 reads: 


(a) The district courts shall have 
original jurisdiction of any civil action 
arising under any Act of Congress relating 
to patents, plant variety rrotection, 
copyrights and trade-marks. Such juris- 
diction shall be exclusive of the courts 
of the states in patent, plant variety 
protection and copyright cases. 


(b) The district courts shall have 
original jurisdiction of any civil action 
asserting a claim of unfair competition 
when joined with a substantial and rela- 
ted claim under the copyright, patent, 
plant variety protection or trademark 
laws. 


Plan. Agcy., 507 F. 2d 517 (9th Cir. 1974); cert. denied 420 


U.S. 974 (1975); or any other class of federal plaintiffs. 
Indeed, private suits involving Constitutional rights, where 
diversity does not exist aré well known. See: Ballard Fish 
we 
& Oyster Co. v. Glaser Constr. Co., 424 F.2d 473 (4th Cir. 
1970) [non-diverse parties with jurisdiction under § 1331]. 
Plaintiffs here state a federal claim for relief and this 
Court has jurisdiction to hear it. 
"It is a clearly estatlished prin- 
ciple that the federal courts are charged 
with the primary duty of vindicating 
federal rights." Nihisen v. Sendak, 
405 F.Supp. 482, 493, (N.D.Ind. 1976). 
Hence, this Court has federal “arising under" jurisdiction. 
c. 28 U.S.C. §1332 Serves as an Independent 
Basis for Jurisdiction in This Action 
as Complete Diversity of Citizenship is 
Not Required as a Basis for Jurisdiction 
in This Action 
Allied's contention at page 30 of its Memorandum 
that it is “well-settled that [28 U.S.C. §1332] requires 
complete diversity between all parties plaintiff and all 
parties defendant" does not fairly state the law. Indeed, 
even Allied's lead case, State Farm Fire & Cas. Co. v. 
Tashire, 386 U.S. 523 (1967) holds expressly contrary. 
State Farm deals with "...'minimal diversity,' that 


is, diversity of citizenship between two or more claimants, 
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without regard to the circumstance that other rival claimants 
may be co-cit.zens" (at 530). The Supreme Court held in 
examining jurisdiction on its own motion that: 


-.-in a variety of contests this Court and 
the lower Courts have concluded that Article 
III poses no obstacle to the legislative ex- 
tension of federal jurisdiction, founded on 
diversity, so long as any two adverse parties 
are not co-citizens. (at 531) 


State Farm also considered another of Allied's 


authorities, Strawbridge v. Curtiss, 3 Cranch. 267 (1806) in 
regard to legislative construction of the diversity statutes. 
On the issue whether "complete diversity" is required to 
sustain jurisdiction in Federal courts, the Court observed 
in State Farm in footnote 6, 386 U.S. at 531: 

Subsequent decisions of this Court 

indicate that Strawbridge is not to be 

given an expansive reading. See, e.g., 

Louisville Railroad Co. v. Letson, 2 How. 

> expressing the view 

that in 1839 Congress had in fact acted 

to "rid the courts of tne decision in the 

case of Strawbridge and Curtis". 

Indianapolis v. Chase National Bank, 314 U.S. 63 
(1941), another Allied authority, was decided long before 
State Farm. The issue Indianapolis considered can be more 
fairly characterized as one of " jurisdictional integrity" 
rather than jurisdictional basis as is disputed here. 
In Indianapolis it was said that "Indianapolis Gas and Chase 
{respectively beneficiary and its own trustee] are on the same 


side of the controversy not only for their own purposes but 
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also for purposes of diversity jurisdiction" (at 74). Thus, 
once true interests of the parties were realized, despite the 
parties’ own adverse alignment, diversity was absent in 
Indianapolis becausé the interest of the trustee plaintiff 
was identical to that of its beneficiary who was named as a 
defendant and the controversy was in fact that of the bene- 
ficiary defendant and its co-defendant, both of whom were 
non-diverse. 


The irrelevance of Indianapolis to the case at bar 


is illustrated by the court's discussion of the rationale of 


diversity jurisdiction: 


The dominant note in the successive 

enactments of Congress relating to diversity 
jurisdiction, is one of jealous restriction, 
of avoiding offense to state sensitiveness, 
and of relieving the federal courts of the 
overwhelming burden of “business that intrin- 
sically belongs to the state courts," in order 
te keep them free for their distinctive 
federal business. ‘The policy of the 

statute [conferring diversity jurisdiction 
upon the district courts) calls for its strict 
construction. The power reserved to the 
states, under the Constitution, to provide for 
the determination of controversies in their 
courts may be restricted only by the action of 
Congress in conformity to the judiciary 
sections of the Constitution. Due regard 

for the rightful independence of state govern- 
ments, which should actuate federal courts, 
requires that they scrupulously confine their 
own jurisdiction to the precise limits which 
the statute has defined.' In defining the 
boundaries of diversity jurisdiction, this 
Court must be mindful of this guiding Congres- 
sional policy. (Citations omitted.) (at 76-77). 


In the instant case, involving patents, there is 
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no state question such as real estate law, negligence or 
divorce. Instead, the issues are those of patent law, 

"a distinctive federal business," granted by the Constitution 
to the federal government exclusively fu.S. Const., Art. I, 


$8). 


Further, jurisdiction of the federal courts with 


regard to patents is by statute "exclusive of the courts of 
the states", 28 U.S.C. $1738. Hence, where in the instant 
case, all issues are federal, no “state sensitivities" will 

be "offended" b, chis Court's decision of the case. On the 
contrary, dismissal of this action by a federal court and its 
reinstitution in a state court would have the opposite result, 
allowing a constitutionally inferior state court to usurp 
powers granted exclusively to the federal government and the 
federal judiciary by the Constitution (U.S. Const., Art. I, 
§8; Art. III, §2; Art. VI). 

Schultz v. Cally, 528 F.2d 470 (3rd Cir. 1975) is, 
if anything, an amorphous decision. Even the Court admitted 
at 472 “the presentation of the case in this court has been 
seriously deficient". Nor did Schultz address the propriety 
of (1) federal question jurisdiction as a basis for the case; 
or (2) whether, if diversity existed between plaimtiff and 
one defendant, the remaining defendant could intervene on any 

basis and not destroy jurisdiction which attached originally. 


In passing, plaintiffs note that Strawbridge, as well as 
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Quaker State Dyeing & Finish Co. v. ITT Terryphone Corp., 
461 F.2d 1140 (3rd Cir. 1972) were relied upon in Schultz 


Strawbridge in the context of this case is discussed above. 
Quaker State discusses diversity solely with regard to common 


law negligence and tort, which again are solely state law is- 


sues, Erie R.R. Co. v. Tompkins, 304 U.S. 64 (1938), and 


which as discussed above, have no application to the present 


controversy. 


2. Kohnstamm May Properly Intervene 


(a) Allied's Authorities Do Not Preclude the 
Intervention of Kohnstamm as a Plaintiff 


Isbrandtsen Co. v. S.S. Kokah Maru, S.S. Kochu Moru, 
263 F.Supp. 784 (1966) cited by Allied against Kohnstamm's 
intervention, involved a libel in admiralty pending in this 
federal court. A third party, which was also a party to a 
pending contract action in New York Supreme Court, moved to 
intervene in the admiralty action five years after the libel 
was filed in federal court. The motion to intervene was also 
heard after the libel was dismissed without prejudice! This 
Court did note the application was not timely, an "essential" 
burden of an intervenor. 

Isbrandtse:n denied intervention also because the 
intervenors had no personal interest in the subject of the 
case and because the federal libel "could have no effect 


(e.g., res judicata) on intervenor's claim in the New York 
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court" (at 785). 


The Court specifically stated that it was only 


"under th{o]se circumstances" that “permissive intervention 


must have independent jurisdictional grounds". Rather than 
fulfilling any purpose of judicial economy, the intervenor in 
Isbrandtsen sought reinstitution of a case already dismissed 
to tis issues already involved in another action. 

Here, Kohnstamm's application to intervene is 
fundamentally different. Kohnstamm applies at the commence- 
ment of suit; there is no other action pending. Kohnstamm 
and Warner-Jenkinson are not strangers to each other or to 
Allied. Kohnstamm is a customer of Warner-Jenkinson. The 
separate license agreements of each with Allied (1) were 
jointly negotiated; (2) arose out of the same settlement of a 
prior action, and (3) continue to be affected by actions of 
the other. For example, for licensed goods Kohnstamm pur- 
chases from Warner-Jenkinson, Warner-Jenkinson passes on to 
Kohnstamm its “immunity from liability for infringement" 
[License, Paragraph 2.1]. A "Favored Licensee Protection" in 
Article VI relates either's license to the other and to yet 
other licensees. Paragraph 12.2 deals with escrow and 
royalty rates in the event of third party litigation by 
Allied. Thus, Kohnstamm is intertwined with Warner-Jenkinson 
bv licenses which they together negotiated; by their supplier- 


customer relationship with respect to a product for which 


‘ 
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there is no substitute; and by their rights and obligations 


affected by the other because their separate licenses are 
identical. AS to this action Kohnstamm's pleading is iden- 
tical to Warner-Jenkinson's; it is the same document! Hence, 
there are no issues which are different between Kohnstamm 
and Allied and Warner-Jenkinson and Allied which will expand 
and complicate the action beyond the issues originally pre- 
sented. | 

Nor does Gentry v. Hibernia Bank, 154 F.Supp. 62 
(N.D.Cal. 1956) relied upon heavily by Allied, compel denial 
of Kohnstamm's intervention. In Gentry two diverse Oregon 
plaintiffs sued a California defendant. By means of 16 
additional complaints, some 59 non-diverse Californians moved 
to intervene permissively in the action. While the Court 
noted as Allied quotes, "the 59 are not in truth or in fact 
intervenors in any sense whatever, [t]hey are just plain 
plaintiffs", the Court also scolded: ~ 

It is not amiss to point out, also, 
that all of the 61 have their causes 
ending in state court, some of them for 
Svarat years, one even now in the 


Supreme Court of California. They are 
there represented by the same counsel as 


here. The causes are peculiarly local, 
involving the construction of California 
statutes. 


Without more, under these circum- 
stances, it is sufficient to say that we 
are busy enough with legitimate federal 
causes, not to be bothered with local 
litigation, artfully, but not very 
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gusegizentay’ (Eephasss?adgedss "tat 

63). 

Thus, again rather than serve judicial economy, the 
intervention in Gentry multiplied litigation, duplicating 
already pending suits in which the issues were "peculiarly 
local, involving the construction of California statutes". 

Here, a diverse plaintiff, Warner-Jenkinson and 
its non-diverse customer, Kohnstamm, both seek determination 
of their federal, not state, rights in one federal court 
action., No other actions are pending. Certainly judicial 
resources could not be conserved were Kohnstamm relegated to 
state court to have its case heard. Indeed, the sound cur- 
rent practice in patent suits is to avoid duplicative customer 
and supplier suits by requiring intervention so that all 
parties may effectively be included in one suit. 


To avoid expense to the parties, duplication of 


judicial effort and the risk of different results in truly 


separate jurisdictional court systems, this Court should 
permit Kohnstamm's intervention. 
(b) Kohnstamm Need Not Be Diverse 
With Allied For Intervention 
Kohnstamm's relationship to Warner Jenkinson giving 
rise to its motion for intervention is set forth in the pre- 
ceding section. Under Rule 24, Fed. R. Civ. P., Kohnstamm 


may properly intervene both as of right and permissively. In 


either case, Kohnstamm's intervention will not destroy the 


jurisdictional basis for this Court to proceed, even if di- 
versity of citizenship is the sole basis for jurisdiction. 

Phelps v. Oaks, 117 U.S. 235 (1886) holds that the 
intervention as defendant of a non-diverse party, after 
diversity jurisdiction is vested in the Court, does not 
destroy the Court's jurisdiction. There, the Supreme Court 
noted at 241 that lack of diversity: 


-»-need not arrest or interfere with 

the jurisdiction of the court, already 
established by the plaintiffs against 

the tenant in possession; for such 
proceedings should be treated as in- 
cidental to the jurisdiction thus ac- 
quired, and auxiliary to it, as in like 
cases, in equity, one interested in the 
subject matter, though a stranger to the 
litigation, may be allowed to intervene.... 


Similarly, in Wichita R. & Light Co. v. Public 
Utilities Commission, 260 U.S. 48 (1922), the Supreme Court 
held at pages 53-54: 


--.The intervention of the Kansas Company, 
a citizen of the same state as the Wichita 
Company, its opponent, did not take away 
the ground of diverse citizenship. That 
ground existed when the suit was begun 

and the plaintiff set it forth :.1 the 

bill as a matter entitling it to go into 
the District Court. Jurisdiction once 
acquired on that ground is not divested 

by a subsequent change in the citizenship 
of the parties.... Much less is such 
jurisdiction defeated by the intervention, 
by leave of the court, of a party whose 
presence is not essential to a decision 
of the controversy between the original 
parties.... 
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Like the Kansas Company, Kohnstamm, while a proper 
party, is alternatively not an indispensable party to Warner- 
Jenkinson's suit and therefore would not require an original 
ground of jurisdiction for permissive intervention. 

In Northeast Clackamus C.E. Co-Op. v. Continental 
Cas. Co., 221 F.2d 329 (9th Cir. 1955), the Court allowed a 
contractor's complaint in intervention in the contractee's 
suit against the surety. Despite the lack of diversity 
of citizenship between the contractor and plaintiff, the 
Court noted at 232: 

---certainly established jurisdiction 

‘will not be divested by the intervention 

of a dispensable party of the same citi- 

zenship as the original plaintiff, if 

such intervention be without co)lusion 

and authorized by procedural rues. 


Although the trial court had found that the contractor could 


intervene as a matter of right, the Court of Appeals specifi- 


Cally stated that permissive intervention would also be 

proper because of the existence of identical questions of 

fact and law. Thus, by means of intervention as of right and 
by permissive intervention, Kohnstamm's lack of diversity of 
citizenship with Allied will not defeat the Court's jurisidic- 
tion where jurisdiction has vested in Warner-Jenkinson's suit 
against Allied. 


See also, Drillers Engine & Supply, Inc. v. Burck- 
halter, 327 F.Supp. 648 (W.D.Okla. 1971) where lack of 


diversity did not preclude fatervention by a non-diverse 
plaintiff. Chalmers v. United States, 43 F.R.D. 286 (D.Kan. 
1967), also allowed intervention of testator's children in 
the executrix' suit egainst the Government for refund of 
estate taxes. There the Court noted at 289, 290: 

..eintervenors are not required to meet 

jurisdictional requirements as to 

diversity and amount in controversy 

where the Court's jurisdiction was 

established in the original suit.... 


Thus, the foregoing cases establish that indepen- 


dent grounds for diversity of citizenship jurisdiction are 


not prerequisite to intervention. Kohnstamm's intervention 
in the suit by Warner-Jenkinson, where the diversity of 
citizenship is well established, presents no barrier to this 
Court's jurisdiction. Kohnstamm's claim is identically 
related to that of the original suit. Hence, Kohnstamm's 
intervention is not in a suit in which a "straw" diverse 
party is first named plaintiff and others then intervene upon 
a fraudulent basis for jurisdiction. Rather, Kohnstamm's 
intervention is based upon the fact that Kohnstamm's claim 
and Warner-Jenkinson's main action both have identical 
questions of law and fact in common. 
This Court has extensively discussed intervention 
under Rule 24, Fed. R. Civ. P. in United States v. Local 638, 
Enterprise Ass'n, Etc., 347 F.Supp. 164 (S.D.N.Y. 1972) 


where it was stated: 


«-eindependent federal jurisdiction is 
not required whether jurisdiction in the 

( original action is based on diversity of 
citizenship or on a federal question. 
See United States to Use and for Benefit 
of Foster Wheeler Corp. v. American 
Surety Co. of New York, 142 F.2d 726, 728 
(2 Cir. 1944); 3B Moore's Federal Practice 
G24. 18[1]) (2d ed. 1969). (at 165.) 


Where permissive intervention was at issue, the 
question of subject matter jurisdiction, as Allied raises 


herein was discussed at 167: 


-.-if the suit proposed to be initiated by 
the intervenor is "ancillary and dependent, 
the jurisdiction of the court follows that 
of the original cause, and may be maintained 
without regard to the citizenship of the 
parties or the amount involved." Local 

Loan Co. v. Hunt, 292 U.S. 234, 239, 34 


S.Ct. 695, 697, 78 L.Ed. 1230 (1934). 

This Circuit has stated that an ancillary 
suit may be maintained, inter alia, "[tlo 
prevent the relitigation in other courts 

of the issues heard and adjudged in the 
original suit." See Pell v. McCabe, 256 

Fy 5Si2; Sts te Cir.) aff'd, 2500.5. 4 

573, 40 S.Ct. 43, 63 L.Ed. 1147 (1919). 

"If a court has jurisdiction of the principal 
suit, it also has jurisdiction of any 
ancillary proceeding in that suit. Neither 
the citizenship of the parties, nor the 
amount in controversy, nor any other factor 
that would ordinarily determine jurisdiction, 
has any bearing on the right of the court 

to entertain that proceeding." Id. quotigg 
2 Street's Federal Equity Practice §1229. 
(Footnotes omitted, ) 


Even assuming diversity as a basis for the main 


action, the Court noted: 


In diversity cases, the absence of 
independent federal jurisdiction has 

not defeated permissive intervention 
where the party was dispensable. E.g., 
Northeast Clackamas County Electric 
Co-Operative, Inc. v. Continental Cas. 
Co., 221 F.2d 329, 331-333 (9 Cir. 1955), 
relying on Wichita R.R. & Light Coy. Vy 
Public Utilities Comm'n, 260 U.S. 48, 54, 
43°S.Ct. 51, 53, 67 L.Ed. 124 (1922) 
(‘Jurisdiction once acquired on that 
[diversity] ground is not divested by a 
subsequent change in the citizenship of 
the parties."). (at 168 n. 7.) 


Just as in Local 368, Kohnstamm's intervention 
herein would serve every purpose of conserving judicial 
resources. To paraphrase the Court at 347 F.Supp. 168, 169 
in Local 368: 


While it is true that [Kohnstamm] could 
simply wait for the decision of this 
Court and abide by its terms, there 

is no assurance that it would wait, and 
the intervenor's complaint comes within 
the ancillary jurisdiction of this Court. 
Intervention would insure that there will 
be no conflicting order [affecting 
Kohnstamm] outstanding when the federal 
case is ended. Cf. Voutsis v. Union 
Carbide Corp., 452 F.2d 889, 893 (2 Cir. 
1971). It will make for uniformity in 
defining the rights of [Allied in the 
patents] in which [Kohnstamm] has a vital 
interest, both as a [licensee] of those 
rights and as a contracting party whose 
financial interests are involved. 


(c) Adjudication of the Action Without 
Kohnstamm Would Be Prejudicial 


Allied's contention that Kohnstamm's interests 


would not be adversely affected were this action to proceed 
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without Kohnstamm should be given no weight. 

In view of all the issues in this action, Allied's 
reliance on Blonder-Tongue Laboratories, Ine. v. University 
of Illinois Foundation, 402 U.S. 313 (1971) is to no avail to 
Kohnstamm to remove the apprehension of a second suit after 
determination of issues by Warner-Jenkinson. In Kearney & 
Trecker Corp. v. Cincinnati Milacron, Inc., 403 F.Supp. 1040 


(S.D.Ohio 1975), a District Court concluded that when an 


adverse determination against a patentee was based on enforce- 


ability only, relitigation of the patent by the patentee in a 
second suit on the issue of validity was not estopped by 
Blonder-Tongue. 403 F.Supp. 1046. Further, the Court of 
Appeals for the Seventh Circuit in Mercantile National Bank 
of Chicago v. Howmet Corp., 524 F.2d 1031 (7th Cir. 1975), 
cert. denied __-U.S. _____ (1976) has noted that: 


A litigant who attacks the validity 
of a patent before a court that has held 
the patent valid in a prior case has the 
burden of persuading the court that there 
is a "material distinction" between that 
case and the case at bar. [citations 
omitted.] For reasons of stability in 
the law and judicial economy, we ordinar- 
ily will not re-examine de novo the 
decision of the court in the prior case 
but rather will limit ourselves to a 
consideration of whether, assuming the 
correctness of the earlier decision, 
additional facts not before the court in 
the prior case require a different 
result. This is but an application of 
the doctrine of stare decisis. (at 1032. ) 


Thus, prior litigation can and does affect Kohnstamm. 
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Kohnstamm's intervention is not an unusual procedure. As to 
intervention in a patent suit by a party who is in a customer 


relationship with an existing party, the Court of Appeals for 


this Circuit in Stewart-Warner Corp. v. Westinghouse Electric 
Corp., 325 F.2d 822, (2nd Cir. 1963), cert. denied, 376 


U.S. 94% (1964) held at 826: 


There is no doubt of the propriety 
of Canadian's intervention as the manu- 
facturer and vendor to Westinghouse and 
others of the equipment alleged by 
Stewart-Warner to be an infringement of 
its McLennan patent. Chandler & Price 
Co. v. Brandtjen & Kluge, Inc., 296 U.S. 
53, 56 S.Ct. 6, 80 L.Ed. 39 (1935); 

Yale & Towne Mfg. Co. v. Manning, Maxwell 
& Moore, Inc., 91 F.Supp. 106 (S.D.N.Y¥. 
1950); Western States Machine Co. Ve. Sede 
Hepworth Co., 2 F.R.D. 145 (B.D. 0. 2. 
1941). 


(d) Kohnstamm's Intervention Will Protect 
Its Interest and Not Delay or Prejudice 


the Original Parties ‘ 


Rule 24(a), Fed. R. Civ. P. considers intervention 
of right as a "practical matter". Rule 24(b) allows interven- 
tion where common questions of law and fact exist. While 
there are unquestioned issues of law and fact in common, 
Kohnstamm's intervention as a practical matter must be 
allowed. “Practically”, Kohnstamm intervention will have the 
following salutory effects: 


ue It will avoid the occurrence of two 
suits. 


23 It does not duplicate any pending 
suit. 
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It will result in a uniformity of 
decision affecting parties similarly 


situated and prevent duplicative 
litigation of the identical issues 


‘in a state court. 


4, It will hasten determination of 
Kohnstamm's rights. 


To encourage duplicative litigation, or for Kohnstamm 


to await the decision in the Warner-Jenkinson case would pro- 


tract "forever" this dispute. Plaintiffs certainly do not 


wish to impose such a burden on the courts or themselves. 


III. CONCLUSION 

To sustain .. 3 action, plaintiffs need establish 
only one basis for subject matter jurisdiction. From the 
foregoing argument, it is manifest that a controversy exists 
which is ripe for decision and that this Court has the 


power to adjudicate the action. Therefore, on reason and 


authority, plaintiffs pray that this Court deny the Defendant's 
Rule 12(b)(1), Fed. R. Civ. P. Motion. 
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KENYON & KENYON REILLY CARR & CHAPIN 


Dated: August 9, 1976 2 epee /. OD 


At: New York, New York Francis T. Carr 
Paul Lempel 
Edwin Baranowski 
59 Maiden Lane 
New York, New Yor 10038 
(212) 425-7200 
Attorneys for ilaintiffs 
Warner-Jenkinson Company and 
H. Kohnstamm & Company, Inc. 


OF COUNSEL: 


Donald G. Leavitt, Esq. 

Koenig, Senniger, Powers & Leavitt 
611 Olive Street 

St. Louis, Missouri 63101 

(314) 231-0109 

Counsel for Warner-Jenkinson Company 


Patrick J. Joyce, Esq. 

1270 Avenue of the Americas 

Suite 2102 

New York, New York 10020 

(212) 247-5810 

Counsel for H. Kohnstamm & Company, Inc. 


ORDER AND JUDGMENT 
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‘UNITED STATES DISTRICT COURT 

( SOUTHERN DISTRICT OF NEW YORK 

A i A SCA ETO: SR A RRR ER 
' 

j:WARNER-JENKINSON COMPANY and 

|B. KOHNSTAMM & COMPANY, INC., 


Vv. 76 Civ. 2744 (MEF) 
ALLIED CHEMICAL CORPORATION, 
Defendant. 


: Plaintiffs, Civil Action No. 
H 
| 


ORDER + JUOQMENT 


eA CELE CE, ED ET CS EE ae oe oe Oh aes 


This action having come on for hearing on defendant's 
motion to dismiss the Complaint, brought pursuant to Rule 12(b) (1), 
F.R.Civ.P., and on plaintiffs' application for an order author- 
izing the deposit of royalties in escrow, pendente lite, the 
, Court having considered the memoranda and other submissions of 
the parties, and the Court having heard counsel for the parties 
and being fully advised, 


ADIODCEOY DECREED 
IT IS HEREBY ORDERED, THAT: 


| 
1. Defendant's motion to dismiss the Complaint is 
granted. : 
2. Plaintiffs’ application for an order authorizing 
the deposit of royalties in escrow, pendente lite, is denied. 
| 3. Plaintiffs shall pay to defendant, within fifteen 
(15) days of the entry of this Order, the royalties which were 
due June 30, 1976, plus 6% interest on said royalties for the 
period withheld, and which were authorized to be temporarily 


withheld eee to jought by Mautfp Order of June 30, 1976, send 


Y envclen basriy Gaur 


Dated: August 12. 1976 
beers de oe 5 aw —— 


New York, New York 


UDGMENT ENTERED »| 311 “Re 
A-240 


MICROFILM 
AUG 1 6 1976 
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WARNER-JENKINSON COMPANY : 
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Ve $ 


BRLLIED CHEMICAL CORPORATION, : CIVIL ACTION 


Defendant, NO. 76 Civ. 2744 (MEF) 


H. KOHNSTAMM & COMPANY, INC., 
Plaintiff, Intervenor, © 
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ALLIED CHEMICAL CORPORATION, 


Defendant. 
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MEMORANDUM IN SUPPORT OF APPROVAL 
OF SUPERSEDEAS BONDS 


Dated: August 25, 1976 KENYON & KENYON REILLY CARR & CHAPIN 
At: New York, New York Francis T. Carr 

Paul Lempel 

Edwin Baranowski 

59 Maiden Lane 

New York, New York 10038 

(212) 425-7200 

Attorneys for Plaintiffs 

Warner-Jenkinson and 

H. Kohnstamm & Company, Inc. 
OF COUNSEL: ‘ 


Donald G. Leavitt, Esq. Patrick J. Joyce, Esq. 
Koenic, Senniscer, Powers & 1270 Avenue of the Americas, 
Leavitt Suite 2102 

611 Olive Street New York, New York 10020 

¢. Lovis Missouri 63101 (212) 247-5810 

(314) 231-0109 Counsel for H. Kohnstamm & 
Counsel for “Yarner-Jenkinson Company, Inc. 

Company 


WON & KENYON REILLY CARR & CHAPIN 
SO MAIDEN LANE 


UNITED STATES DISTRICT COURT 
FOR THE SOUTHERN DISTRICT OF NEW YORK 


WARNER-JENKINSON COMPANY, 


Plaintiff, 
Vv. $ Civil Action No. 
ALLIED CHEMICAL CORPORATION, 76 Civ. 2744 (MEF) 


Defendant. 


H. KOHNSTAMM & COMPANY, INC., 
Plaintiff, Intervenor 
v. 
ALLIED CHEMICAL CORPORATION, 


Defendant. 


MEMORANDUM IN SUPPORT OF APPROVAL 
OF SUPERSEDEAS BONDS 


I. INTRODUCTION 

This is -a declaratory judgment action challenging the 
validity, enforceability and infringement of two United States 
Patents owned by defendant Allied Chemical Corporation. On June 
30, 1976 this Court signed an order permitting plaintiffs to 
withhold royalties due on their license agreements under the 
patents in suit with defendant without incurring any breach of the 
license agreements. After a hearing on August 11, 1976, on 
defendant’s motion to dismiss under Rule 12(b)(1) and plaintiffs' 
motion for escrow of royalties pendente lite, this Court on August 


13, 1976, entered an Order and Judgment dismissing the complaint, 


denying plaintiffs" escrow motion and ordering the payment to 


defendant of royalties due on June 30, 1976 plus 6% interest for 
the period withheld. Plaintiffs intend to file a Notice of Appeal 
from the Order and Judgment of August 13, 1976. 


Le a ARGUMENT 
A. PLAINTIFFS ARE ENTITLED TO A STAY OF THE ORDER 
AND JUDGMENT FOR ROYALTIES UPON APPROVAL OF 
SUPERSEDEAS BONDS 
Rule 62 of the Federal Rules of Civil Procedure states 
that an appellant may obtain a stay by giving a supersedeas bond: 
"(I)t is established that a party taking an appeal from an order 
of the district court involving a money judgment, as is the case 


herein, is entitled to a stay of that judgment as of right upon 
the posting of a supersedeas bond..." Ivor B. Clark Co. v. Hogan, 


ion 


296 F.Supp. 407,409 (S.D.N.Y. 1969), aff'd, 411 F.2d 788 (2d Cir. 
1969), cert. denied, 396 U.S. 1006 (1970). 


Rule 33 of the Local Rules of the Southern District of 
New York provides that the court shall fix the amount of the bond 
where the stay may be effected by the giving of the supersedeas 
bond, but the judgment or order is not solely for a sum of money. 
Thus plaintiffs are entitled to a stay of the judgment to pay 
royalties and interest upon the approval of the amounts of the 
supersedeas bonds pursuant to Local Rule 33. 

THE SUPERSEDEAS BONDS OF WARNER-JENKINSON COMPANY 
AND H. KOHNSTAMM & COMPANY, INC. SHOULD BE APPROVED 

Exhibit A to the accompanying Affidavit of Paul Lempel 
shows that the amount of royalties due from Warner-Jenkinson on 
June 30, 1976 was $107,969.71. Six percent (6%) interest on this 
amount from June 30, 1976 to August 28, 1976, the date by which 
this Court ordered payment of the royalties, is $1,079.70. Thus 
the amount of the judgment against Warner-Jenkinson Company is 

,$109,049.41. Adding 11% to this amount plus $250.00 for costs, 
pursuant to Local Rule 33 of the Southern District of New York 
yields $121,294.85 as the amount required for the supersedeas 
bond. 

Exhibit B to the accompanying Affidavit of Paul Lempel 
shows that the amount of royalties due from H. Kohnstamm & Conm- 
pany, Inc., on June 30, 1976 was $47,571.00. Six percent (6%) 
interest on this amount from June 30, 1976 to August 28, 1976, the 


=i 


date by which this Court ordered payment of the royalties is 
$476.00. Thus the amount of the judgment against H. Kohnstamm & 
Company, Inc. is $48,047.00. Adding 11% to this amount plus 


$250.00 for costs, pursuant to Local Rule 33 of the Southern 


District of New York yieids $53,582.00 as the amount required for 
the supersedeas bond. 

As provided for in Rule 31 of the Local Rules for the 
Southern District of New York, the supersedeas bonds will be se- 
cured by the deposit of United States Treasury bills with the 
Clerk of the Court. 


Iii. CONCLUSION 
Plaintiffs are entitled to a stay of the Order and 

Judgment for payment of royalties and interest upon the approval 
and filing of their supersedeas bonds. Plaintiffs therefore 
respectfully request that this Court approve the supersedeas bonds 
annexed a3 Exhibits 1 and 2 to the Order to Show Cause dated 
August 25, 1976. 

Respectfully submitted, 

KENYON & KENYON REILLY CARR & CHAPIN 
Dated: August 25, 1976 


At: New York, New York Le De 
: By Ep Aa1- 
Francis i. Carr 


Paul Lempel 

Edwin Baranowski 

59 Maiden Lane 

New York, New York 10038 
Attorneys for Plaintiffs 
Warner-Jenkinson Company d 
H. Kohnstamm & Company, Inc. 
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OF COUNSEL: 


Donald G. Leavitt, Esq. 

Koenig, Senniger, Powers & Leavitt 
611 Olive Street 

St. Lovis, Missouri 63101 

(314) 231-0109 

Counsel for Warne-Jenkinson Company 


Patrick J. Joyce, Esq. 

1270 Avenue of the Americas 

Suite 2102 

New York, New York 10020 

(212) 247-5810 

Counsel for H. Kohnstamm & Company, Inc. 
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UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


WARNER-JENKINSON COMPANY ana 
H. KOHNSTAMM & COMPANY, INC., 
Plaintiffs, : Civil Action No. 
Vv. 76 Civ. 2744 (MEF) 
ALLIED CHEMICAL CORPORATION, | 


Defendant. 


DEFENDANT'S MEMORANDUM IN OPPOSITION 
TO PLAINTIFFS' APPLICATION FOR A STAY 
CONDITIONED UPON SUPERSEDEAS BONDS 


This action is now before the Court on plaintiffs' 
second applic: ‘n for a stay as to payment of the royalties 
which are the ject of this Court's Crders of June 30 and 
August 13, 1976. We submit this memorandum in opposition 


to plaintiffs' appli-s:ation. 


I. INTRODUCTION 


Plaintiffs filed this action on June 22, 1976. 


That afternoon plaintiffs served defendant's counsel]. with 
a copy of the complaint and with a copy of an Order direct- 
ing that defendant show cause why plaintiffs should ..o¢ be 


authorized to deposit royalties in escrow during the pendency 
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of this action -- without breach of plaintiffs' obligations 
to pay royalties pursuant to license agreements entered into 
between plaintiffs and defendant in settlement of earlier 
litigation. Plaintiffs contended that it was necessary to 
proceed on the basis of an order to show cause because the 
next royalty avnent was due on June 30, 1976. The return 
Gate in the Order To Show Cause was 9:15 a.m. on Friday, 


June 25, 1976. 


On June 23, 1976, defendant applied for an ad- 


journment (from June 25, 1976 to July 12, 1976) of the 
return date specified in the Order To Show Cause. The 
basis for the application was that (a) one of defendant's 
attorneys was scheduled to appear ata pretrial conference 
in Alexandria, Virginia at 10:00 a.m. on June 25, 1976, 
(b) another of defendant's attorneys was out of town and 
was not scheduled to return until July 8, 1976, and (c) op- 
“position to plaintiffs' application would fequire substan- 
tial effort on the part of both of defendant's attorneys. 
| " At the June 23, 1976 hearing on defendant's ap- 
, plication for the adjournment plaintiffs' attorney said 
‘that, if the matter were to be adjourned, fe woula have 
to Be adjourned beyond July 12, 1976, because he would 
be out of the country on July 12. 
On this record, in an effort to preserve the 


status quo, this Court ruled that: - 


ty 


1. The hearing date specified in the order 
to show cause was adjourned to August ll, 1976; 

2. Until decision on their pending application, 
plaintiffs could withhold the royalty payments due June 30, 
1976 -- without prejudice to their rights under the license 
agreement and, specifically, without incurring a breach of 
the agreements; and 

| 3. “If defendant prevails in opposition to 

the relief sought by plaintiffs, plaintiffs will pay 
said royalties due June 30, 1976 plus 6% interest on 
said sums for the period withheld" [see this Court's 
Order of June 30, 1976).* | 

On this basis, the parties submitted extensive 
memoranda with respect to plaintiffs' application for an 
order authorizing the deposit of royalties in escrow and 
with respect to defendant's July 26, 1976 motion to dis- 
miss the complaint for Tack of subject matter jurisdiction. 

On August 11, 1976, following argument on both 


motions, the Court granted defendant's motion to dismiss the 


complains and denied plaintiffs' application to have royalty 


* There was a controversy between the parties, as reflected 
in proposed orders they submitted to the Court, as to what 
the Court ruled in chambers on June 23, 1976. We submit 

that the Court's Order of June 30, 1976 reflects accurately 
the Court's decision. in chambers. 


payments placed in escrow [August 11, 1976 Hearing Transcript, 
p. 21). * When reminded of the June 30 Order, and after 
plaintiffs requested a stay, pending appeal, as to payment 
of the poyaieies that were the subject of that June 30, 
1976 Order, the Court denied the stay and ruled that the 
Order about to be settled could specify that the royalties 
@ue June 30, 1976, should be paid within fifteen days. 
(Tr. 21-23). 

An Order and Judgment in accord with the Court's 


August 11 rulings was entered on August 13, 1976. Plaintiffs 


expressed an intent to appeal at the August 11, 1976, hearing 


but over two weeks have elapsed since that time and plaintiffs 
have not yet filed any Notice of Appeal. Instead, again pro- 
ceeding by an eleventh hour Order To Show Cause, plaintiffs 
have once more applied for a stay of the royalties due on 
June 30. As we shall now demonstrate, plaintiffs' present 
application for a stay has no more merit than the previous 


stay application denied by this Court two weeks ago. 


' II. ARGUMENT 
Plaintiffs' present application for a stay is 
bottomed on the proposition that a party taking an appeal 


from a “money judgment" is entitled to a stay, as a matter 
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* Hereinafter, the August ll, 1976, Hearing prensceset 
pages will be cited as "Tr." 


of right, upon the posting of a supersedeas bond. We 
have no quarrel with that proposition, as an abstract 
rule of law limited to money judgments, but we submit 
that such an abstract proposition has no application to 
the present facts. ee 
This Court's August 13, 1976 Order and Judgment 

is not a “money judgment". Typically, a money judgment 
adjudges that a party is liable to pay a sum certain. 
For instance, as long ago held by then Circuit Judge 
Taft: 

"That is a money judgment which adjudges a 

G@efendant either as an individual or in a 

representative capacity absolutely liable 

to pay a sum certain to the plaintiff, and 

awards execution therefor, and which may 

be fully satisfied by the defendant by pay- 

ing into court the amount adjudged, with 

interest and costs." (Fuller.v. Aylesworth, 75 

Fed. 694,°700-01 (6 Cir. 1896). 


To the same effect is the definition of “money 


Judgment" in Black's Law Dictionary (4th Edition 1957): 


"Money judoment. One which adjudges the 

payment or a sum of money, as distinguished 

from one directing an act to be done or 

property to be restored or transferred. (Citing 

Fuller v. Aylesworth, among other authorities.) " 

In light of these definitions it is clear that 

neither this Court's Order of June 30, 1976, nor this Court's 
Order and Judgment of August 13, 1976 can be construed as 


a “money judgment”. The first is an interim order, entered 


to maintain the status quo in connection with the adjourn- 
ment of a hearing on plaintiffs' application. The second 


is an order and judgment on two motions, and sets a cut- 


off date for specific performance of the Court's June 30, 


1976 Order’. 


The equities which demand specific Sextormence 
of plaintiffs’ obligation to pay royalties pursuant to the 
license agreements, entered into between the parties in 
settlement of the earlier Litigation before Judge Conner, 
have been briefed exhaustively in connection with the 
motions which were decided by the Court on August Ay 
1976, and need not be reiterated here. Suffice it to 
say that plaintiffs' present gooit cation for a stay, 
like its August ll application, is fundamentally unfair 
and is in direct conflict with the Court approved settle- 


ment of the earlier litigation. 


III. CONCLUSION 
Plaintiffs' application for a stay as to payment 
of the royalties due June 30, 1976, conditioned upon the 


posting of supersedeas bonds, should be denied. 


Respectfully submitted, 


FISH & NEAVE 


August 27, 1976. 
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gable? CHEMICAL CORPORATION, 
Defendant. 


NOTICE OF APPEAL 
Notice is hereby given that Warner-Jenkinson Company, 
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jplaintiff above named, and H. Kohnstamm and Company, Inc., plaine 


‘Court of Appeals for the Second Circuit from the Order and Judg- 


nen entered in this action on the thirteenth day of August, 1976, 
'granting defendant's motion to dismiss the complaint, denying 

} 

i plaintiffs’ application for an order authorizing the deposit of 
| 


| royalties in escrow, pendente lite, and requiring payment of the 
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/Poyalties which were due on June 30, 1976 plus 6% interest on said 
| reveltios for the period withheld. 
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Attorneys for Plaintiffs 
Warner-Jenkinson Company and 
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611 Olive Street : 
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Counsel for Warner-Jenkinson Company 


Patrick J. Joyce, Esq. 
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(212) 247-5810 

Counsel for H. Kohnstamm & Company, Inc. 
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UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


WARNER-JENKINSON COMPANY, 
Plaintiff, 
- against - 76 Civ. 2744 
ALLIED CHEMICAL CORPORATION, 


Defendant. 


H. KOHNSTAMM & COMPANY, INC., 
Plaintiff Intervenor, 
- against - 
ALLIED CHEMICAL CORPORATION, 


Defendant. 


HONORABLE MARVIN E. FRANKEL, 
District Judge. 


New York, New York 
August 27, 1976 - 10:30 a.m. 


Appearances: 


KENYON & KENYON, REILLY, CARR & CHAPIN 
Attorneys for Plaintiff 

BY: PAUL LEMPEL, Esq., and 
PHILLIP MCCABE, Dsq., of Counsel. 


eoas 
Appearances: (Cont'd.) 


FISH & NEAVE 
Attorneys for Defendant 

BY: WILLIAM J. GILBRETH, Esq., 
JOHN E. NATHAN, Esq., and 
MAURICE KLEE, Esq., of Counsel. 


PATRICK J. JOYCE, Esq. 
Attorney for Plaintiff Intervenor 


THE COURT: I assume that all five of you 


are charging for your time on this matter and I have some 


doubt whether you should be. 

Mr. Gilbreth, why is this opposed? © 

MR. GILBRETH: Well, your Honor, this is 
opposed for substantially es same reasons that I believe 
caused your Honor to deny an essentially identical 
application when there was a hearing in this matter on 
August ll. 

THE COURT: How will you be hurt if they post 
this bond? 

MR. GILBRETH: We will be hurt, your Honor, 
substantially in the sense that, first, because of the 
policies favoring the settlement of the earlier litigation 
that was approved by Judge Connor of this court, if they 


can walk into court on some pretended change in circumstances 
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and then by posting a bond continue to enjoy the fruits 
of their license agreements that they entered into in 
settlement of that earlier litigation without benefiting 
Allied Chemical at all, then there is nothing left to 
settlement of patent litigation, even with the Court's 
involvement. 

THE CCURT: They are not enjoying the fruits. 
You are just being deprived momentarily of the money. 
You didn't persuade me of your position by just mentioning 
it. 

You filed a rather substantial brief on this 
subject on @ f which they want to take an appeai. 
To put it the way you put it doesn't state the problem 
accurately at all. 

They didn't just walk into court. They made 
a contention with which a district judge disagreed, on 
which the district judge may be wrong. Do you think you 


are going to get this appeal dismissed on motion? 


MR. GILBRETH: I wouldn't plan to do that, 


your Honor. 

THE COURT: Then it is not a frivolous appeal. 
It is an appeal. 

MR. GILBRETH: Your Honor, there are a few 


points that I would urge you to take into account before you 
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rule on this action. It involves a very brief consideration 
of the history of this action. 

What has happened here is that by proceeding 
on a show-cause order a few days before a royalty payment 
was due, they came to your Honor and they said, we have 


to have this question of whether or not the June 30 royalty 


payments should be made decided right away. That was an 


obvious inconvenience for counsel. I was then scheduled 
to be before two other judges in a consolidated pretrial 
conference in Virginia as the result of Section 1407 
proceedings. 

I asked for a very brief adjournment of that. 
I think it was about three weeks. 

My partner, Mr. Kerr, was away from the office, 
and we thought that it would require both my time and 
Mr. Kerr's: time to oppose their motion. 

They had sat on their rights as of that time. 
The intervening event that they contend for was the 
delistment of a red food color that was delisted months 
before they started the action and months before they asked 
for this show-cause order. 

We asked for a brief stay. We appeared 
before your Honor in chambers. At that time counsel for 


plaintiffs, Mr. Carr, said that if it was to be adjourned 
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for three weeks, it would have to be adjourned effectively 

for two months because of scheduling problems that he had. 
Now, if your Honor had not intervened at that 

time, they would have either had to have paid the money 


that they owed us as the clear product of a settlement 


of litigation, which was authorized, and, we submit, approved, 


by Judge Connor of this court, or they would be in 
default of the license agreement, in which case we could 
pursue the normal remedies. We could e =n move at that 
time, your Honor, for specific perfurmance of the license 
agreement. There is ample authority, and it has been 
briefed in perhaps tedius detail in our earlier submissions, 
for the proper position that this Court has inherent power 
_to enforce a settlement agreement. P 
If you don't have them pay these license 
payments, you not only are not enforcing -- specifically 
enforcing this court-approved settlement agreement, you 
are setting up a system that has been the subject of 
substantial discussion by the Court of Appeals for the 
Sixth Circuit this year where these people can just walk 
in and out of the court system. They can tax the resources 
of this court. They can tax the resources of our client, 
and then whenever they want to, they can come in with the 
thought that this will be characterized as a money judgment, 
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and therefore they can argue to a district court like 
your Honor that you don't have any discretion to not stay 
this royalty payment because it is a so-called money 
judgment. 

We think that the law is to the contrary; that 
this is not a money judgment. I am prepared to argue that 
point, but if you are getting into the underlying equities 
of the system or how are we hurt, we are hurt in several 
ways and it is not just a function of the money, although 
the money is substantial. The money is substantial not 
just because of the June 30 royalty payment, but they will 
obviously use this as a precedent in the Court of Appeals 
to try tc drag out the proceedings in the Court of Appeals 
and stay all royalty payments’ up to the March 1, 1977, 
cutoff date. 

THE COURT: My precedents don't bind the 
Court of Appeals. 


MR. GILBRETH: Your Honor, I am trying to speak 


in terms of practicalities. I think we both know if your 


Honor grants a supersedas bond in a situation where you 
have examined the briefs and you have heard some oral 
argument and you have reflected on the matter, there is 
a substantial probability that the Court of Appeals will 


affirm your decision in that regard. We are trying to come 
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to you as a court of equity and say, don't let these people 
do this. They first come at us by show-cause order and 
although you decided this question,-- and I believe more 
than two weeks ago; I think there is a clear indication 
in your Honor's remarks on August 11 that you had denied 
their motion -- they haven't filed a notice of appeal yet. 
We submit, your Honor -=- 
THE COURT: Let me ask a minute. How come you 
haven't filed a notice of appeal? 
‘MR. LEMPEL: We interpret the rules as having 
to appear before your Honor to request a supersedas bond. 
THE COURT: If I grant this, will you file your 
netice today? 


MR. LEMPEL: Yes, sir. 


MR. GILBRETH: Your Honor, what we did in our 


papers was to argue that they were not entitled to pay 
royalties into escrow. Your Honor didn't reach that 
question on the merits because your Honor found that the 
Court lacked jurisdiction over the subject matter cf 
this action. 

It is clear from our memoranda that the 
authorities, the most recent authorities that have focused 
on this issue after the Supreme Court‘s decision in Lear,- 


have held that it is within the inherent power of a Court 
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to specifically enforce a reasonable settlement agreement 
having to do with patent litigation. 

We cannot go back to Judge Conner at this time, 
as I understand it, because if we did, Judge Connor, for 
reasons that would be persuasive to all of us, would 
disqualify himself. So we have come to you. 

We can go through, if need be, the paperwork of - 
instead of just writing the civil action on this piece of 
paper that is the civil action number of the plaintiff's 
instituted suit -- of going back and reopening the matter 
and formally ask for specific performance of the agreement. 

I interpreted, perhaps wrongly, the ratio 
decidendi, the reasons for your Honor's decision in part 
on August 11 that you found that it was reasonable for us 
to say that after substantial involvement by Judge Connor 
of this court in an action that had been the subject of 
very full discovery, and after the approval of a limited 


term under which the plaintiffs could not terminate their 


license agreement, that that is reasonable, even after 


Lear. 

THE COURT: I don't want to hear much more of 
this history. 

It seems to me what your position comes to is 


that in spite of Lear and in spite of any doubts I may have, 
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if they want to test the validity of license and 
settlement agreement, the only way the Court should let 
them do it is by risking the loss of the license they have 
if they turn out to be wrong. I don't see why they should 
be put to that risk. 

If the granting of a supersedas bond 
diminishes that risk, it makes more sense then I thought 
when I first looked at it. Why should they be put to such 
a horrendous risk in order to raise the question that 
you can fight out with them in an orderly way in court, 
getting interest on your royalties if and when you prevail? 

I don't understand why you should attempt to 
inflict such a pena? y under a settlement deal made by 


this Court. 


I wouldn't approve a settlement if I thought 


it had that kind of horrendous consequences down the road. 
MR. GILBRETH: Your Honor, I have difficulty 
when you use words like “horrendous consequences." 
THE COURT: It seems to me they are. Lear says 
you can test these things. 
Now you have an intervening settlement thing 
and I happen to agree with you on its meaning and effect. 
I happen to have been sitting around here 
long enough to contemplate from time to time the possibility 
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that I am in error and you have to comtemplate that too, 
so we have orderly processes of appeal and people aren't 
supposed to get killed in order to exercise their right of 
appeal. So we set up supersedas arrangements, and that is 
all this is about. 
MR. GILBRETH: Let me speak directly to that, 
if I may. There are two points, I think, to consider. 
First, if it would be of any value -- and I will 
not do it now, but I hope you will invite me to do it 
I can review the specific circumstances that resulted 
the Sixth Circuit's decision in March of this year in 
Arrow case, in which they affirmed a district court's 
decision to do exactly what I am asking for. 
More to the point, if your Honor is concerned -- 
and I think it is a legitimate concern by any district 


court and it is certainly a concern that I cannot ignore 


as counsel for a litigant -- that you may be reversed on 


appeal, the rules are very explicit on this, your Honor, 

and they are controlled more by the federal rules of appellat 
procedure than they are by the rules that have been referred 
to by these plaintiffs, and the procedure is in the first 
instance for these people, after they file a notice of 

appeal typically, to come to your Honor, and if in your 


Giscretion you are persuaded that you have somehow made a 
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mistake on the merits and that you are likely to be 

reversed, then you should act accordingly. If you are not 
persuaded on the merits, in other words, if we are not 

just conjecturing about the possibility that you may be 
reversed on appeal because there is a judicial controversy 
here or you somehow misinterpreted the settlement agreements, 
if you are not persuaded, you made a mistake, I would urge 
your Honor to not authorize this supersedas bond and let's 
go to the Court of Appeals. 


THE COURT: Let me just as you: If I reject 


this application to file a bond, is it or is it not your 


position that if you prevail you may cancel their license? 

MR. GILBRETH: No, your Honor. 

THE COURT: You don't claim you will have a 
right then to cancel their license? 

MR. GILBRETH: No, they would have the obligation 
to pay the moneys -- 

THE COURT: Suppose they don't pay you the 
moneys. Suppose I don't grant this application to file the 
supersedas bond and they don't pay you under their view 
that under Lear they can litigate and withhold payments, 
and then suppose they are defeated, can you cancel their 
license? 


MR. GILBRETH: There are two or three things 
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that will happen before we would cancel the license. 

THE COURT: Can you cancel the license? is what 
I am asking you, and is that what you are after, or is it 
not? 

MR. GILBRETH: No. 

THE COURT: What are you after here? 


MR. GILBRETH: What we are after here is to 


receive the moneys that were to be paid to us in settlement 


of the litigation before Judge Connor. What we would like 
is to do it without substantial investment of time and 
money, either by us or by the Court. We may not get the 
second part, but what we want is the money. 

Now, in terms of the proceedings if the Court 
denies the stay, which you did before, perhaps not on 
full reflection, but which I think you clearly did on 
August 11 when the matter was perhaps fresher in your 
mind -- you had just read the papers that we submitted, 
which amply support our proposition -- you denied it then. 

If the Court of Appeals, if you deny it 
again today and if the Court of Appeals denies it, they 
are under two orders to pay and we would hope they would 
pay. 

If they don't pay, given that dotermination 


e 
by this Court twice and by the Court of Appeals once, then 
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we will have to do what we have sought to not do, and that 
is to take up the time of the Court and ask for specific 
performance of the settlement agreement that was approved 
by Judge Connor. 

Now, that action, I think, we should not 
properly, or we should not just willy-nilly embark upon, 


because it is going to take our time and take your time. 


THE COURT: Suppose Judge Connor or somebody 


orders specific performance --I am not sure why you even 
ask for that -- then what happens? If they don't pay, 
you will have them held in contempt? Is that what you are 
after, a contempt citation? 

What is that decree of specific performance 
going to do for you? 

MR. GILBRETH: If they behave the way citizens 
of this country -- 

THE COURT: I know it is the bicentennial year. 
I am trying to find out what underlies this as a practical 
Matter. You get a decree of specific performance and they 
say, no, we don't think your patent is any good and we are 
not going to pay, and then what? 

MR. GILBRETH: I will try to dpeak only in 
practicalities then. 


What has happened here -- 


14 

THE COURT: Please, what would you then do if 
they refuse to pay and you got a decree of specific performan¢e 
What is it you vish to do? I want you to tell me that as 
your client's lawyer and as an officer of this court. 

I want to know what you are after here. 

MR. GILBRETH: We are after the money. 

"IE COURT: That is all? 

MR. GILBRETH: That is all. 

THE COURT: You will get it under the super- 
sedas bond. I am sorry, I am not going to hear you and 
I hope you people are not gding to come back too regularly 
with this kind of thing. 

MR. GILBRETH: Your Honor, Isee you writing 
and I will limit my remarks to the form of their order and 
other things that may properly be before your Honor, but 
won't go to the merits of whether or not you should grant 
their relief, if you will hear me. 

THE COURT: You have some trouble with the 
form of the order. 

MR. GILBRETH: I do. 

THE COURT: What is the matter with the form? 


MR. GILBRETH: First, they advoicate posting 


treasury bills and they advocate posting bills only in the 


amount necessary to secure payment of the June 30 royalty 
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Their theory is that your judgment is a 


judgment for a sum certAin. We disagree with that. . We 
do not believe that it is a judgment for a sum certain. 

It is clear that there will be further royalties 
payable pursuant to the license agreements. As best as we 
are able to approximate the amount of those royalties during 
the period of an appeal, even if the appeal is argued and 
decided as early as December 30 of this year, will be that 
the royalties will be in the amount of approximately half 
a million dollars. 

The way we calculate that, your Honor, is that 
the royalties paid to us during the first quarter of this 
year were in the approximate amount of $170,000. If your 
order is an attempt to just make us secure so that if we 
win the appeal we are whole and we receive the moneys that 
should be paid to us during the pendency of litigation, 
then we would urge that the judgment should be in the 
amount of a half a million dollars and that it should be 
secured by treasury notcs rather than treasury bills. 

Those are terms of art and I can explain them 
if need be. 

THE COURT: No, I don't think I have to bother | 


with any of that. If they don't pay you on September 30, 
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you can file your suit for specific performance. I haven't 
absolved them from the obligation to pay you on September 30. 
I have only stayed the order to pay this money out of escrow 
now. Isn't that all I am doing? 

Does your order call for more than that? 

MR. LEMPEL: No, sir. 

THE COURT: If you don't pay them on 
September 30, Gilbreth is going to have you held in contempt 
or you will pay the money or God knows what will happen, 
but I may be on vacation then. 

OK. 


MR. LEMPEL: Thank you, sir. May I ask the 


Court's indulgence to formally approve a formal bond? 


THE COURT: Do you have any problem about the fo 
of the bond otherwise? 
GILBRETH: None that I haven't articulated. 
COURT: OK. 
LEMPEL: Thank you, your Honor. 
MR. GILBRETH: Thank you, your Honor. 
(Time noted: 10:55 a.m.) 
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Court of Appeals for the Second Circuit. 
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gether with costs, f 
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H. KOHNSTAMM & COMPANY, INC., 


Plaintiff, Intervenor 
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“ ALLIED CHEMICAL CORPORATION, 


Defendant. 


KNOW YE ALL MEN BY THESE PRESENTS that plaintiff 

‘HL KOHNSTAMM & COMPANY, INC., a New York corporation having a 
place of business at 161 Avenue of the Americas, New York, New 

York, is held and firmly bouné unto defendant ALLIED CHEMICAL 
CORPORATION in the sum of $53,582.00, for the payment of which, 

‘well and truly to be made, it binds itself, its successors and 


assigns, firmly by these presents. 


WHEREAS, on the 13th day of August, 1976, the above 
named defendant recovered a judgment against i. AOHNSTAMH & COM- 
PANY, INC. for the Sum of $47,571.00 together with interest 


thereon at the rate of 6% from June 30, 1976 to August 28, 1976. 


AND, the said H. KOHNSTAMM & COMPANY, INC. feeling ace 
, greived thereby has or is about to appeal therefrom to the United 


States Court of Appeals for the Second Circuit. 


NOW, THEREFORE, H. KOHNSTAMM & COMPANY, IiC. dors here- 
by, pursuant to the statute i: such case made and provided, uncer- 
take that it shall satisfy the aforementioned judgment in full, 
together with costs, {nterest and damages for s°°*y, if for any 
reason the appeal is dismissed or if the judgme it is affirmed 
and that said H. KOHNSTAMH & COMPANY, INC. shall satisfy in full 
such modification of the judgment and such costs, interest and. 


' damages as the Appellate Court may adjudge and award. 


HR. KOHNSTAMM & COMPANY, INC. does hereby deliver to the 
! Clerk, United States District Court for the Southern District of 
"New York, for deposit with said Court and as security for said 
; bond, United States Treasury bills in an amount at least as great 
as said judgment plus 11% thereof and $250.00 as security for 


costs. 
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WARNER- JENKINSON CO., H. KOHN 


STAMM & CO., INC. 
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August 11, 1976 - 10:45 a.m. 


APPEARANCES : 


FRANCIS T. CARR, ESQ. 
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PATRICK JOYCE, ESQ. 
Attorneys for Plaintiffs 


WILLIAM J. GILBRETH, ESQ. 
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HUGH C. BARRETT, ESQ. 

J. P. FRIEDENSON, ESO. 
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Attorneys for Defendant. 


MR. CARR: Plaintiff ready. 

MR. GILBRETH: Defendant ready. 

THE COURT: All right, who is for the motion, 
that is the motion to dismiss which I think is our main 
interest, Mr. Gilbreth? 

MR. GILBRETH: Yes, sir. 

THE COURT: I mostly have been through the papers 
and what I suggest is that you assume that, to save you 
going through everything. I will tell you that the point 
of main interest to me is the question of whether there 
is a ‘justiceable controversy and whether this should be 
deemed to be a case where the requisite kind of exposure 
or threat exists to warrant declaratory relief. 


For the guidance of everybody, I will tell you 


on my first trip through the papers, my eres is 


un 


Se nnnemanl 


Cc 
to believe the answer to that question[and]the peculiar 


ne 
circumstances of this case should be[nu1]].— 


I am inclined to think at this time that the 
with Mave +: te 


complaint |had been! dismissed for that reason. But, I 
will do some more thinking and some listening. 

In that connection, Mr. Gilbreth, and you would 
know me long enough, not to count on my preliminary dis- 
position. I just give it to you for your guidance. I 


think I know that you don't say anything about what I 
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recall as the rule or the principle that declaratory relief 
is subject to equitable principles. Is there jeiti a 
principle? And if so, does it have application here in 
the setting of that settlement agreement made with Judge 
Conner? 

MR. GILBRETH: Your Honor, the answer to your 
question is that I believe equitable principles do 
play a role with respect to declaratory judgment actions, 
but they do not play the role, as I understand it, that 
I believe you are suggesting. The role that they play is 
that in order for the Court to have jurisdiction over a 
declaratory judgment action, there must be both an actual -- 
and that is to say a .justiceable - controversy -- and 
there must be otherwise federal question or diversity 
jurisdiction. 

However, there is an equitable principle that 
is found in some authorities for the proposition that even 
if the court satisfies itself that those two conditions 
precedent are met, it can, as a court of equity, decline 
to entertain the declaratory judgment action. 

If based on equitable considerations, it believes 
it should not entertain the action. 

There is limited authority for that proposition. 


THE COURT: You don't [invoie] that authority. 
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MR. GILBRETH: We don‘t reach that question, your 
Honor. As a matter of fact, we researched those authorities 
and f«.nd that we didn't need them because of the particular 
circumstances of this case where we say they don't meet 
the conditions precedent. In particular and if your Honor 
wishes me to speak only to the question of justiceable 
controversy or actual controversy I am prepared to do that. 

It seems clear to us that the persuasive auth- 
orities and the authorities of this Court are uniform for 
the proposition that a patent licensee cannot bring a 
declaratory judgment action against a patent licensor 
Secause there is no peste cee ie controversy with respect to 
the validity of the [license] pf] patents. 

Just briefly stated, that proposition is found 
in the Thikol decision. | 

THE COURT: I know those cases but the cases are 
in conflict on that subject. Isn't that fair to say? 

MR. GILBRETH: I think they are not. That would 
require about a five or ten minute argument and I am 
prepared to launch into that. 

THE COURT: No. I would just as soon read the 
cases and see whether I come out that way. 

MR. GILBRETH: If I may explain just then in a 


sentence or two why they are not in conflict in our view. 
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There is authority for the proposition that 
if a licensee comes out with a new and different product 
or process, such that, the licensor can properly charge 
that activity to be unlicensed activity, then there can 
be a case or controversy and courts, not the Southern 
District of New York to my knowledge and not the Second 
Circuit Court of Appeals to my knowledge, have found that 
that can present a Sade (celekiseesray: That is not our 
situation. 

We don't find that to be a conflict. We find 
that to be clearly distinguishable from our situation 

ae licensees 

where the plaintiff [licensors] were making a specific 
product and it has to be specific because of Food and Drug 
Act regulations and that product is called “Red 40." 

It is a food color. That is the same product 
that is now before this Court. There is no new product. 

THE COURT: How did the Lear case arise? 


e e 
‘sdipaichicee! GILBRETH: The lear case didn't raise this 


[Judicial] issue at all. That was a case that arose as 


| 
| 
i 
| 


a state court proceeding. It bounced in and out of 
federal court. 

THE COURT: How did it arise in the state? 

MR. GILBRETH: As I recall, that was an action 


for money in the state arising out of, in effect, the 
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license agreement. 

THE COURT: The licensor‘s action? Is that 
agreed by the plaintiffs? 

MR. CARR: Yes, your Honor. 

THE COURT: Lear does not reach the subject that 
we are talking about? 

HE CCOUAT 

fen. cried: Now, prior to your settlement 
agreement, it is pretty clear you did have threats, is that 
right? 

MR. GILBRETH: Yes, sir. 

THE COURT: You would have sued if there hadn't 
been a declaratory judgment action by these plaintiffs 
against you? 

MR. GILBRETH: I believe that is correct. 

THE COURT: Now, those threats are a matter of 
history. They haven't disappeared but in a sense you 
are saying they are cut off by the settlement agreement. 


MR. GILBRETH: There is clear authority for 


that proposition and it is recited in our memorandum. 


We anticipated that the Court might be concerned about 
that point or that the other side might raise it. So in 
anticipation of that, we cite authority that is directly 
in point for the proposition that in the context of a 


factual situation like curs, those preexisting threats or 
ae 
A-2 
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preexisting reasonable apprehension of suit are somethng 


that can be completely ignored by the Court in assessing 
whether or not there is now a justiceable controversy before 
this Court now that there is a icsuetas agreement and the 
licensing agreement as of the time of suit had never been 
terminated, there had been no threats of termination, 
there had been no threats of suit by Allied Chemical. 

As a matter of fact, the royalty payments as 
your Honor may recall, weren't even due as of the time suit 
was instituted and the agreements couldn't be terminated 

licensees 

by Allied or by the PLicensors] for two years. 

THE COURT: Well, as I understand it, unless 
there is a breach of the license agreement, your client 
can't terminate the license agreements at all for the 


ee. tents é 


life of the [patenty, is that correct or incorrect? 


ou Said 
MR. GILBRETH: That is correct. [You said it] 


Unless there is a breach or default. ‘ 

THE COURT: -Unless there is a clain of default. 

MR. GILBRETH: That is correct. 

THE COURT: In that sense the plaintiffs here 
under your settlement deal have the control of the 
termination situation short of the lives of the patent 
pretty much in their hands. That is to say, they can at 


any time after two years give you 60 days notice? 
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MR. GILBRETH: That is correct. 

THE COURT: Now, I was wondering about that for 
this reason: 

It is perfectly clear on the history of the 
case, I think, that if they terminate, you will sue them 
as infringers if they keep producing the dye, isn't that 
fair? 

MR. GILBRETH: I think that is fair. I hesitate 
to get into those things without a client, but I think 
that is fair for purposes of this argument. 

THE COURT: As a matter of the papers before 
the Court that you submitted, isn't it? 

MR. GILBRETH: I doubt that Allied Chemical would 


coyntenance Lcensect 
[count it asja aid ise violation of its recently [relieved] 


patent properties [of] these two corporations. 


THE COURT: I think, it seems to me, in fairness 
(of] an indefinite postponement of their right to sue because 
you haven't made an explicit threat won't be acceptable. 

On the other hand, it seems to me that they are 
in the position in two years from March of '75 or whenever 
those agreements were made to give you notice of termination 
and sue you simultaneously. 

MR. GILBRETH: Your Honor, I think the question -- 

THE COURT: You don't have to say yes but it does 
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seem to me that that is their position. 

| If I were to dismiss them now, it won't cut off 
forever their right to sue but would simply hold them 
to the minimum term of the agreement hammered out with Judge 
Conner. 

MR. GILBRETH: I think there are two policies 
that we would like to have you consider when you assess 
that question. It seems to be a question of fairness as 
you have indicated. First, our papers, I think, are ade- 
quate for the authority whicn we contend support our 
proposition. There, after all, was a settlement of the 
earlier litigation. It was with some involvement by Judge 
Conner of this court. If you let these people walk back 
into court whenever they contend changed circumstances, 
then all of the Solicies: <= 

THE COURT: That is not what I am talking about. 
I am saying, if I rule for you today, that does not mean 
that they are forever barred. It means they must at least 
adhere to the two-year minimum term. 

MR. GILBRETH: I misapprehended your question. 

THE COURT: The end which is actually not that 
far off but it does not make a difference anyhow. 


MR. 3ILBRETH: I believe your Honor is correct. 


| A holding by your Honor [sor) dismissing fof this case 
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for lack of actual controversy would not preclude the 
plaintiffs from terminating the contract when a two-year 
period is up and then thereby perhaps posing an actual 
controversy. I would suggest there is a real question 
as to whether or not they will do that based upon the 
way they plead and the way they write their memorandum. 
They seem to be as acutely aware as Allied Chemical 
is of the enormous umbrella that is provided them by the 
| license agreement of a freedom from any fear of injunction. 
In other words, they can have the fruits of 
the license acreement and I am not sure that they would 


terminate. There has been no -- 


THE COURT: I am not asking whether they would. 


That would be up to then. 

MR. GILBRETH: pxactiy: 

THE COURT: The only question is whether they 
could. You are disposed to agree that they could. 

MR. GILBRETH: I am, your Honor. 

THE COURT: Well, being at the moment ahead 
and maybe for the rest of the day o¢ maybe for good, Mr. 
Gilbreth, you may have other things you want to submit 
now or you may want to let me hear from the plaintiffs in 
opposition. I leave that to you. 


MR. GILBRETH: Your Honor, I am prepared to submit 


SOUTHERN DISTRICT COURT REPORTERS. US. COURTHOUSE a-288 


jprf i 11 

our motion to dismiss for lack of subject matter juris- 
diction on our papers unless the Court has further questions 
of us after hearing from Mr. Carr. 


THE COURT: All right. Let me hear. Mr. Carr 


is going to speak 268 2 plaintiffs. 


MR. CARR: Yes, sir. 

Do I take it correctly, your Honor, that the 
other grounds set forth in oir papers for jurisdiction, 
you don't believe that they are sufficiently substantial 
to support jurisdiction? 

THE COURT: That is the way it seems to me. I 
will hear you on that. Let me put to you the question. 
Because I may actually issue an oral order this morning 
depending on what I hear from you. 

The question is, if I find on the theories that 
have been briefed by Mr. Gilbreth with your opposition, 
that there is not the requisite case or controversy because 
the settlement agreement at least for the two years of its 
term cuts off any reality in these threats that once wer 
made, if t find that, I believe that none of your alts: na- 
tive grounds for jurisdiction would revive your case. 

But, if you think I am wrong in that, I want you to advise 
me of that fact. 


Por example, I don't think it © <es any 
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difference whether there is diversity jurisdiction or 
not if there is not an actual case of controversy which 
cuts across all the jurisdictional provisions, as I 


rnderstand it. 


_ MR. CARR: We have taken and continue to take 


the position, your Honor, that this is a case arising out 
of the patent laws, uniquely for this particular court, 
the federal court. 

THE COURT: I know you take that position. But 
you have to show a case of controversy. For example, 

I can show a case under the patent laws tomorrow against 

you as to whether the patert on the zipper is a good 

patent. That would be a kind of patent case and it would 
arise under the patent Tare except there is no case controver 

MR. CARR: [t i; our position that the controversy 
arises out of several factors. One, our challenge of the 
validity of the patent, there are two patents in the suit. 
We believe that that challenge is directly sanctioned 
by Lear and the cases that follow it. 

It is your position, as I understand it, that the 
agreement must be terminated before we can get into court 
with any controversy. 

THE COURT: In the particular circumstances 
of this case and I think the definition of a case or contro- 
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versy must be applied with particular reference to the 
specific facts of the case. 

Now, you had a case, you have had threats, 
it was justiceable, you brought it. You occupvied the 
time of the court and the energies of your adversaries and 
you went through and after great travail you hammered 
out a very limited settlement agreement which bound you for 
not more than two years and left within your control 
- when you could get out from under that license provision. 
There had been no other threats since then. You just 
turn around and you decide that the price is too high, the 
price that you agreed to, a kind of assertion that has not 
the slightest appeal to a court of law because all our 
contract business arises because somebody decides he 
didn't make as provident a contract as he would like. 

Yeu say that makes of this settled proceeding a 
new case or controversy before the two years are up. My 
strong disposition is to say it does not. I have put it 
to you. If there isn't any additional threat on anv 
additional ground of justiceability, does it matter whetaer 
I look at the diversity or the [arriving] under, isn't the 
case over? Or the proceeding over? 

‘MR. CARR: Your Honor, reasonable apprehension 


is what I believe iz required. Reasonable apprehension 
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that the plaintiff will be sued. Not a threat, but 
reasonable apprehension. 

THE COURT: You are not going to be sued for two 
years. You don't have any basis whatever in your complaint 
or in any of your papers for that apprehension, unless 
it is open to you having made that settlement to just put 
aside the agreement before the very modest term to which 
you agreed and start all over again. 

MR. CARR: But your Honer's ruling about 
to be, I gather, is that we must terminate first. This 
is the Thikol reason. 

THE COURT: Yes, it seems to me specially 
where you have been so much cf a burden on the resources 
of the court and your adversary and you make so limited an 
arrangement for peace which quells your apprehension for 
two years. You have no apprehension whatever. Whenever 
you are going to have any apprehension it will be because 
you do something that is within your control. 

Now, wieelng all those circumstances, I say, you 


ought not to be allowed to say that is all it mellowed, 


that settlement arrangement. We are now going back to the 


apprehension that we choose to have because we choose to 
throw over this agreement and now we want to start the suit 


again, | 
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It seems to me to be so grossly unfair that 
you should not be allowed to revive those ancient threats 
as a basis for seeking a declaration of your rights under 
the patents. 

_MR. CARR: It is our position that the Thikol 
case should not be followed, that it is not good law 
under the circumstances of this case. 

We have briefed this very extensively. There 
are quite a number of cases decided under Lear since Thikol 
which have considered Thikol and have not applied 
Thikol because they say that in the public interest it 
there is a patent which is a burden on the public and 
surely this may be a proper burden or improper burden, 
but a burden it is, there it is. 

By reason of the action of the Food and Drug and 
the Patent Office, this turns out to be the only red food 
color that anyone could practically use in the entire 
country. It is not the limited monopoly of the sort we 
see in the patent system. It is an absolute monopoly, 
without question. 

If it is a burden, Lear says that one who is 
aggrieved by this, who has an interest in this and 
these plaintiffs have a vital interest in it, have the 
right to challenge the validity of those patents and remove 
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the burden from the public. This is of paramount interest. 

What you are saying before we can do this, we 
must terminate the acreement. I Say to you that the law 
is that we do not have to terminate the agreement. We 
at the present time do not desire -- 

THE COURT: Even where the agreement was made 
explicitly to postpone your riszht to continue a 
lawsuit that had already gone to trial in this court. 

MR. CARR: I underster4d that. 

THE COURT: Do you know any case that allows you 
to kick over an agreement like that in Such circumstances 
where you can say, well, it is true we agreed to make peace 
for two years so that at least for that time nobody would 
hase any apprehension but we decide now we are apprehensive 
Or we want to be apprehensive and therefore it is justiceable 


all over, something that you could have done a week 


after Judge Conner recovered from the stress of dealing 


with all of you. 

MR. CARR: There was no necessity of course to 
take it. 

THE COURT: I: the Food and Drug acted a week 
later, you say you could have been back a week inter, 
even though you knew at the time about the prusp-ct of 


the Food and Drug Administration because the at. ject 
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was already in the works. 

MR. CARR: Your Honor, the subject had been in 
the works far five or six years. One could draw a con- 
clusion one way or the other. At the time of the scttlement, 
it looked pretty wood for “Red 2". It wouldn't have been 
ne sweat at all to put in the agreement if thzt was fairly 
SOR EeRRteree if "Red 2" goes down the drain, this «reement 
may be set ie 


THE CouRT: 
Not a word like that in anything that you -~ 


MR. CARR. There 
[there] is only one thing in the agreement vr settlement 
-papers that speaks of that, not expressly. It says the 
dismissal shall be without prejudice. onet lanquage 
didn't get in there by accident. 
THE COURT: soe mean to say that covered the “Fea 
2° situation? 
MR. CARR: It covered any situation in which we 
antea to reinstitute validity of that patent. | 
THE COURT: Next March if you want to terminate, 
your settlement is without prejudice to your right to 
attack {to} one or both of these patents or their right 
to an attempt to enforce them. 
I don't think there is any other fair reading . 
nin that. 


MR. CARR: Your Honor, the agreement talks of 
, e 


| 
| 
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termination. It does not talk about litigation or 
the right to test validity. It talks only about 
termination. That means we have an obligation for two 
years to pay royalties. That is what it means. 

THE CouRT: When you say the aareement, you mean 
the license agreement. 

MR. CARR: Yes, sir. 


THE COURT: Well, all right. I am talking about 


the stipulation and order. All of these things have to 
amy 


be read together, don't they? It is the stipulation and 


order that has the without prejudice in there. 

MR. CARR: Yes, sir. 

THE COURT: You are not suggesting that Judge 
Conner was unaware of the whole package of settlement 
documents when he sighed that? 

MR. CARR: I would hardly -- 

THE COURT: He was very much aware of it. 

MR. CARR: I am certain of that. 

THE COURT: He had all of that in mind. It is 
in light of that that he signed his name, being, I suppose, 
it is permissible to say that a judicial officer on this 
court most familiar with these things at the moment and 
very familiar as you know. 


Well, I don't know if you have been permitted in 
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our back and forth conversation, Mr. Carr, to answer fully 
my question. If Tt find there is no case of controversy, is 


there any reason in your view why I have to go through your 


analysis of the diversity question, for example, what good 


would that do? 

Suppose I found that you are within the diversity 
statute based on the citizenship of the parties, you 
would still be dismissed for lack of the case 
of controversy if I held there was none, isn't that so? 

MR. CARR: No, I can't agree with that, your 
Honor. We may be breaking ground here. But, I believe, 
that the plai-ciffs have a cause of action independent 
of the declaratory judgment statute. By reason of the 
issuance of an invalid patent to the detriment of the 
plaintiffs. Plaintiffs have the right to get into the 
court, a federal court and correct that wrong which they 
are now suffering, regardless of whether they have entered 
new prior agreements or termination of agreements 
or wnat have you. | 

We have a right to do that. I think Lear gives 
us the right to do that. I think other courts aaree we 
have the right to do that. 

THE COURT: I don't know what the diversity statute 


adds to that thought. If you are right, it would arise 
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under the patent laws, presumably. 

MR. CARR: Yes. 

THE COURT: I asked you whether the diversity 
question needs to be contronted. I aather your eae is 
no? If I find there is no case of controversy. 

MR. CARR: No, I can't agree with that. We 
have set up three or four different grounds for 
staying in this court. I submit to you that the case of 
controversy isn't required where we are proceeding to 
attack the validity of the patent, it is an action arising 
under the patent laws. We don't have to have a controversy 
relating to it. There is an inherent controversy in it. 
Most assuredly Allied would never agree that their patents 
are invalid. The assertion agrees with the controversy. 

mut I submit to you, that the action proceeding 
directly with diversity patent derives from the patent laws 
of the federal courts of the United States and the court 
should hear this case under these grounds. 

THE COURT: I am sorry, I don't follow you 
or if I do, I don't agree with you. 

All right, I think I am going to dismiss this 
on my undc:standing that if you choose to, you can bring 
it on arcund next March or thereabouts and it seems to me 


that the fair and sensible thing in the middle of August 
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is just to dismiss it. The broefs are thorough and 
compendious and the investment of money and labor is suffici 
so that parties may want to appeal. I don't know that 
I have areat deal to add to what is in the briefs and 
what has transpired in these conversations. I believe, 
therefore, that I will direct counsel now to settle an order 
granting the defendant's motion to dismiss and denying, 
obviously, the plaintiffs’ application to have the Court 
declaxe that the royalty payments may be placed in escrow 
as sufficient performance, as I understand it, of the 
plaintiffs' obligation or obligations under the licensing 
agreements. 

I think you are to settle that order as quickly 


as possible, Mr. Gilbreth, since you have failed to lose 


this time, perhaps you ought ie a form of crder today 


and counterorder may be submitted to him, if one is needed, 
or perhaps you can just get together and ac’ee on a simple 
form of order and I will sign that so that you can go on 
from there. | 

MR. GILBRETH: Your Honor, in an effort to 
avoid any future controversy, I remind you that you entered 
an order en June 30th that said that if defendant 
prevails in opposition to the relief sought by plaintiffs, 
plaintiffs will pay said royalties due June 30, 1976 and 
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said interests. I would suqgest it would be reasonable 
to include in this proposed order chat thes far withheld 
royalty payment be paid within 15 days of the entry of 
the order unless Mr. Carr has an objection to that. 

MR. CARR: I was about to ask your Honor if we 
could have a stay of the order relating to payment because 
I anticipate that one or both of plaintiffs will appeal. 
We would then seek? a stay from the Court of Appeals 
on the same basis in order that we don't exchange monies 
while this question is before the Court. 

THE COURT: I don't see any harm in your exchanging 
monies while the Court does its monetarial work. I don‘t 
see any reason for granting you any further postponement 
of the obligation to pay royalties. I am aware of Lear 
and I am aware of the other pertinent things that we have 
talked about. But in my understanding of this matter, as 
Mr. Gilbreth reminds me, was embodied in the order -° 
heretofore made. 

It seemed fair to me then and it seems fair to 
me now subject to the wisdom of the Court of Appeals 
that the royalties that have accrued should be paid and 
I will not grant a stay. 


So, the answer to your question, Mr. Gilbreth, 


is yes. Such a provision be added to the order to be 
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settled on these motions. Is there anything else, gentlemen? 

MR. GILBRETH: Not from me, your Honor. 

MR. CARR: Just for the sake of the record, 
your Honor, because this question will probably come 
up between the parties later, the matter I am about to 
note: Yot referred to the two-year bar against termination 
and indeed there is a provision of that in the license 
agreement. However, there is a most favored nations 
clause in that aqreement. When defendant’ papers 
were filed on us in this matter, fairly recently, appended 
to this was a more recent license agreement with the Hilton 
Davis Company which has a different termination provision 
than we have -- 

THE COURT: Tell me about that. 

MR. CARR: In all probability -- pene 

THE COURT: What is that different [decisionp- 

MR. CARR: They have a one-year termination 
provision. The arrangement they made apparently was that 
the right to terminate would expire at the same time 
and it is our right, the plaintiffs here right to terminate. 

However, if they were given one year and we got 
the benefit of a one-year termination clause, 
obviously we would now have the right to terminate. 

THE COURT: On the principle of renvoi, so 


would they and, if we kept that up, you would all cet 
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the right to terminate before any of us were born. 

MR. CARR: They don't get the right to terminate. 

THE COURT: I will not give you a construction on 
that question cork te i off-the-cuff response that I just 
suaqgested. I [would] be inclined on the basis of what you just! ‘ 
said to read it the way you read it, but I think that 
is a question to be decided some other day. 


If you are asking me to state explicitly that I 


have not today foreclosed any debate about the permissible 


time of termination, I will grant that request and say that 


I have not foreclosed th.t question. 

MR. CARR: Your Honor, I was not asking -- 

THE COURT: YI don't mean to foreclose it. 

MR. CARR: I was not asking your Honor for any- 
thing, since I am going to make this a point later on with 
my opponent, I didn't want to stand silent here knowing 
what I know. We have a record and I thought we should put 
it on the record. : 

THE COURT: I agree with you, that nothing I 
have said should impair your making that point which I 
really hadn't addressed and meant to addons this morning. 

Anything else, gent !.emen? 

MR. GILBRETH: On the theory that silence is not 


acceptance to Mr. Carr‘sa remarks, we have nothing f*: ther. 
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THE COURT: You have a lawyer's construction of 
the notion of silence but I heard you. 
Thank you, gentlemen. 


(Adjourned. ) 
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SOUTHERN DISTRICT OF NEW YORK 


-“-—o wo we meee KX 


WARNER-JENKINSON COMPANY, “IS RICT 
Plaintiff, oO ei 
" am ¥-) SEP 20 i875 


i L Ne 4 
ALLIED CHEMICAL CORPORATION, he D.OF N#- 
ee: > 


Defendant. . 
CIViL ACTION NO. 


76 Civ. 2744 (MEF) 
H. KOHNSTAMM & COMPANY, INC. 


Plaintiff, 
Vv. 
ALLIEC CHEMICAL CORPORATION, 


. Befendant. : 


STIPULATION AWD ORDER, PURSUANT TO 
RULE 10(e), F.R.A.P., REGARDING 
TRANSCRIPT CORRECTION: 


ne rents inone e a eeamnameaenan ens aemeeseeteenaennmneiammenmmmammmnamanall 


WHEREAS, certain stenographic errors appear in the 


| Transcript of the Hearing in this action held on August ii, 


1976 befsre the Honorable Marvin E. Frankel, end 
WHEREAS, the parties wish to correct such errors 


| before the Transcript becomes part of the recerd on appeal 


in this action; 
The parties bereby STIPULATE AND AGREE, subject to 


the Court's approvel, that: 
The clerk or other appropriate person shall enter 


} | into the files of this action and physically correct as follows 


\ che etenographic exrore which appear in the Transcript of the 


* 
AOiee eet” Sees atm 


hee 


W~ering in this action helé on August 41, 2976 before the 
tienerable Marvin E. Frankel: 


ne - ae (RANMA A ORR A NO CN UE | CL NLL ELLOS LT: CEG ss eet Mm NS 
wes * 


Delete "and" and insert therefor 
--under--. 


Delete "null" and insert therefor 
--no--. 


Delete “had been" and insert therefor 
--will have to be--. 


Delete “invole” and insert therefor 
--invoke--. ; 


‘Delete “license” and insert therefor 
--licensed--. 


Delete second “of". 


Delete “of" and insert therefor 
--Or--. 


Delete “oontroversy" and insert therefor 
--csatroversy-~. 


Delete “licensors” and insert therefor 
-~-licensees--. 


Delete “judiciai" and insert therefor 
--jurisdictional--. 


Delete “MR. GILBRETH" and insert therefor 
--THE COURT--. 


Delete “licensors” and insert therefor 
--licensees--. 


Delete “patent” and insert therefor 
--patents-- e 


» Delete “You said it" and insert therefor 


--As you said,--. 


Delete “count it as® and insert therefcr 
--countenance--. 


Delete “relieved" and insert therefor 
--licensed--. 


Delete “of* and insert therefor --by--. 
Delete first “oft. 

Delete “for”. 

Delete “of”. 


Delete “ar: iving* and insere therefor 
~grising--. 


Bfore “Ret", insert -<VRE COURT: «~. 


Page 17, line 11 Delete “there” and insert therefor 
--MR. CARR: There--. 


Page 17, line 21 Delete "to". 
Page 22, line 3 After “that" insert --the--. 


Page 23, line 17 Delete "decision" and insert therefor 
--provision--. 


Page 24, line 6 Delete "would" and insert therefor 
--wouldn ‘t--. 
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SO ORDERED: 
September » 1976 
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‘ UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


<> = an om ap om ae tee > | 
WARNER-JENKINSON COMPANY, 
Plaintiff, 
Ve 


ALLIED CHEMICAL CORPORATION, CIVIL ACTION NO. 


Defendant. 7 G Cr of M4 YY 
(MEF) 


 H. KOHNSTAMM & COMPANY, INC., 
Plaintiff, Intervenor, 
ve 
ALLIED CHEMICAL CORPORATION, + 
, Defendant. ry 
ett rT Tr) ¢ 
T0: ALLIED CHEMICAL CORPORATION 


ORDER TO SHOW CAUSE [Rules 7(b) and 16/6), F.R.C- P.) 


Pow THe AnKicae) AAT OF Pvt LEMpEL , Svetn: TO da Four 
24,26, Me eee pt CAIB: TS, IF IS nee ey Cécteed, Tre? 


. Defendant, Allied Chemica} Corporation, is hereby crdered 
wa to show cause at a hearing to be held before this Court at , A ae 
on G@M., on Priday, June 25, 1976 before the Ronorable Negyi E Semmes: 

U.8.0.3,. United tes Courthouse, Foley Square. New York, New 
on” wot de co way Shis Court showld not order, in accordance with 
' the form of order annexed hereto os “Exhibit 1°, that, during the 
- pendency of this section, plaintiffs should deposit in escrow the — 
' voyslties under License egreesents between the pleintiffe and 


i 


defendant. 
: This Grder To Show Cause must pe“served L deftendest dy 


vA ~ F730 MY on Tuer, June Qg 1976. Plaintiffs' briefs | 


‘and affidavits in support of the relief sought must ‘be served and 
an filed by BG _, ectzerday, June @3, 1976. Defendant's 
briefs and ‘affidavits in opposition to the relief sought must be 


ne served’ and filed by _sf/7_. Thurs - June ay, 1976. 
area? hao aa OGuec Yon y) Yl 


a ee asinine 
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1; At: New York, New York 
1 Dated: June A, 1976. 


IN THE UNITED STATES DISTRICT COURT 
FOR THE SOUTHERN DISTRICT OF NEW YORK 


WARNER-JENKINSON COMPANY, 
Plaintiff, 
v. 
ALLIED CHEMICAL CORPORATION, 


Defendant. 


eal 


Civés tevion 


Ho. 


‘we eweaweweeweenxnnenrexnxneenzn eee = % 
| H. KOHNSTAMM & COMPANY, INC. , : 
Plaintiff, : 
i : Intervenor, 
ve 
| ALLIED CHEMICAL CORPORATION, 
Defendant. 


ORDER 

Good cause having been shown, aud this Court having con- 
sidered the evidence and arguments of the parties, it is hereby 
|, ordered that: 

1.) This Court approves the Escrow Agreements appended 
|| hereto as Exhibits A and B. 
i 2.3 During the pendency of this ection, Warner-Jenkinsos 
- Company and H. Kohnstame & Company, Inc. shall deposit royalties 
under their respective License Agreements wit* Allied Chesical 


, Corporation, Suted a6 of March 1, 1975, for U.S. Patent Nos. 


| 


3,519,617 and 3,689,733, in escrow, in accordance with tre Eserov | 


' Aeresments ansexeé hereto. | 
i i 


*EXMISIT I* 


3.) During the pendency of this action, such deposits 
in escrow sual] be in full performance of plaintiffs royalty 


obligations under the said License Agreements. 


SO ORDERED: 


. 


——UNITED STATES DISTRICT JUDGE 


At: New York, New York 


“Dated: June » 1976. 


June22, 1976 


Bankers Trust Company 
Custodian Division 

6th Floor ~- 

16 Wall Street 

New York, New York 10005 


Attention: Mr. Everett Souther 


Gentiemen: 


In accordance with the provisions of this Agreement, 
Warner-Jenkinson Company, 2526 Baldwin Street, St. Louis, Mis- 
souri, 63106 (herein called "the Depositor") will deliver to 
you quarterly and within thirty days of the last day of each 
of the months of May, August, November and February, beginning 
with May, 1976, and continuing thereafter until delivery is 
ordered as is set forth below, certain sums of money, herein 
called "the Fund", which are royalties under a License Agree- 
ment dated as of March 1, 1975 between the Depositor and Allied 
Chemical Corporation, Specialty Chemicals Division, P. 0. Box 
1057R, Morristown, New Jersey, 07960 (herein called "the Second 
Party"). You agree to hold the Fund, as Escrow Agent, IN ES- 
CROW upon the following terms: 


1. The Fund or any portion or pro-rata share thereof, 
as may be determined by the non-appealable order (as confirmed 
by certificate of the clerk of the court issuing such order) of 
a court of competent jurisdiction, shall be delivered to the 
Second Party or to the Depositor, as any such court shall direct 
in connection with the litigation, Warner-Jenkinson Company v. 
Allied Chemical Corporation. 


2. Moreys held in the Fund shall be conserved by 
you and invested in United States government securities with 
90 day maturities. 


‘ You shall acknowledge in writing to the Depositor and 
the Second Party each deposit made by Depositor to the Fund and 
shall periodically provide to Depositor and the Second Party a 
report of cumulative depcsits made and interest earned thereon. 


3. All interest and other earnings and profits of 
the Fund shall constitute part of the Fund. 


exuwkir “A" 


4, The Depositor agrees with you as follows: 


a) You shall not be bound {n any way 
by any agreement or contract between the 
Depositor and the Second Party (whether or 
not you have knowledge thereof), and your 
only duties and responsibilities shall be 
to hold the Fund and to invest and dispose 
of it in accordance with terms of thi 
Agreement. 


b) As Escrow Agent hereunder, you 
shall have no duties or responsibilities 
except those expressly set forth herein. 

You may consult with counsel and shall be 
fully protected with respect to any action 
taken or omitted by you in good faith on 
advice of counsel and you shall have no lia- 
bility hereunder except for your negligence. 
You shall have no responsibility as to the 
validity or value of the Escrow Property and 
you may rely on any certificate, statement, 
request, consent, agreement or other instru- 
ment which you believe to be genuine and to 
have been signed or presented by a proper per- 
son or persons. 


c) This Agreement may not be altered or 
amended except as specified in a certified 
Order of the United States District Court 
for the Southern District of New York and 
upon your prior written consent. Should an 
attempt be made to change this Agreement < 
a manner which, in your sole discretion, you 
deem undesirable, you may resign as Escrow 
Agent by notifying the Depositor, Second Party 
and Court in writing and, until a successor 
Escrow Agent si2ll be appointed and shall ac- 
cept such appointment, your only duty shall 
be to hold, invest and dispose of the Fund 
én accordance with the original provisions 
contained in this Agreement. 


6) All notices required to be given 
hereunder shall be in writing and shall be 
effective when delivered ty messenger, or 
by certified registered mail, cabie or telex. 
to the respective party at ‘ts address speci- 
fied below, namely: 


Ze 


Warner-Jenkinson Company 
2526 Baldwin Street 

St. Louis, Missouri 63106 
Attention: Comptroller 


Allied vunemical Corporation 

Specialty Chemicals Division 
P. O. Box 1057R 

Morristown, New Jersey 07960 
Attention: Comptroller 


United States District Court 
for the Southern District of 
New York 

United States Courthouse 
Foley Square 

New York, New York 
Attention: Honorable 

Re: 76 Civ. 


or such other address as the Depositor or 
such other parties may have furnished to 
you and to the other parties in writing. 
Any notice to you shall be effective when 
received at your address above. 


e) Your fees as Escrow Agent shall 
be $300 per year. : 


ft) The undersigned shall reimburse 

you for all. expenses (including New York 
and Federal taxes and other governmental 
charges) incurred by you in connection with 
your duties hereunder and shall indemnifv 

ou and save you harmless against any and 
a liabilities, costs, and expenses, in- 
cluding counsel fees, for anything done or 
omitted by you in the performance of this 
Agreement, except as a result of your own 
negligence or bad faith. 


$. This Agreement shall be construed in accordance 
with anc governed by the law of the State of New York and shall 
be binding upon you and the Depositor and your and its respec- 
tive successors and assigns; provided that any assignment or 
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transfer by the Depositor or Second Party of its rights under 
this Agreement or with respect to the Fund shall be void as 
against you unless (£) written notice thereof shall be given 
to you, (ii) the assignee or transferee shall agree in writing 
to be bound by the provisions of the Agreement, and (£44) you 
and the other Party shall have consented to such assignment or 
transfer. 


If the foregoing Agreement és satisfactory to you, 
please so indicate by signing at the place provided below. 


Agreed to by WARNER-JENKINSON CO“ PANY 


Bankers Trust Company 
Custodian Division 

6th Floor 

16 Wall Street ; 

New York, New York 10005 


Attention: Mr. Everett Souther 


Gentlemen: : 

In accordance with the -covisions of this Agreement, 
H. Kohnstamm & Company, Inc., 16° Avenue of the Americas, New 
York, New York 10013 (herein called "the Depositor") will de- 
liver to you quarterly and within thirty days of the last day 
of each of the months of May, August, November and February, 
beginning with May, 1976, and continuing thereafter until de- 
livery is ordered as is set forth below, certain sums cof money, 
herein called "the Fund", which are royalties under a License 
Agreement dated as of March 1, 1975 between the Depositor and 
Allied Chemical Corporation, Specialty Chemicals Division, P.O. 
Box 1057R, Morristown, New Jersey, 07960 (herein called "the 
Second Party"). You agree to hold the Fund, as Escrow Agent, 
IN ESCROW upon the following terms: 


1. The Fund or any portion or pro-rata share thereof, 
as may be determined by the non-appealable order (2s confirmed 
by certificate of, the clerk of the court issuing such order) of 
a court of competent jurisdiction, shall be delivered to the 
Second Party or to the Depositor, as any such court shall direct 
in connection with the litigation, H. Kohnstama & Company, Inc. 
v. Allied Chemical Corporation. 


. 2. Moneys held in the Fund shall be conserved by 
you and invested in United States government securities with 
90 day maturities. 


You shall acknowledge in writing to the Depositor and 
the Second Party eac: deposit made by Depositor to the Fund and 
shall periodicaily provide to Depositor and the Second Party a 
report of cumulative deposits made and interest earned thereon. 


3. All interest and other earnings and profits of 
the Fund shall constitute part of the Fund. 


same el 


4, The Depositor agrees with you as follows: 


a) You shall not be bound in any way 
by any agreement or contract between the 
Depositor and the Second Party (whether or 
not you have knowledge thereof), and your 
only duties an¢ responsibilities shall be 
to hold the Fund and to invest and dispose 
of it in accordance with terms of this 
Agreement. 


b) As Escrow Agent hereunder, you 
shall have no duties or responsibilities 
except those ~ 2ssly set forth herein. 

You may consu. ‘th counsel and shall be 
fully protectec .ith respect to any action 
taken or omitted by you in good faith on 
advice of counsel and you shall have no lia- 
bility hereunder except for your negligence. 
You shall have no responsibility as to the 
validity or value of the F-crow Property and 
you may rely on any cert‘. cate, statement, 
request, consent, agree: .t or other instru- 
ment which you believe to ne genuine and to 
have been signed or presented by a proper per- 
son or persons. 


c) This Agreement may not be altered or 
amended except as specified in a certified 
Order of the United States District Court 
for the Southern District of New York and 
upon your prior written consent. Should an 
attempt be made to change this Agreement in 
a manner which, in your sole discretion, you 
deem undesirable, you may resign as Escrow 
Agent by notifying the Depositor, Second Party 
and Court in writing and, until a successor 
Escrow Agent shall be appointed and shall ac- 
cept such appointment, your only duty shall 
be to hold, invest and dispose of the Fund 
in accordance with the original provisions 
contained in this Agreement. 


@) All notices required to be given 
hereunder shall be in writing and shall be 
effective when delivered by messenger, or 
by certified registered mail, cable or telex, 
to the respective party at its address speci- 
fied below, namely: 


-2@ 


H. Kohnstamm & Company, ‘Inc. 
161 Avenue of the Americas 
New York, New York 10013 
Attention: Comptroller 


NEL AL 


Aldied Chemicai Corporation 
Specialty Chemicals Division 
P. 0. Box 1057R 

Morristown, New Jersey 07940 
Attention: Comptroller 


United States District Court 
for the Southern District of 
New York : 
United States Courthouse 
Foley Square 

New York, New York 
Attention: Honorable 

Re: 76 Civ. 


or such other address as the Depositor or 
such other parties may have furnished to 
you and to the other parties in writing. 
Any notice to you shall be effective when 
received at your address above. 


e) Your fees as Escrow Agent shall 
be $300 per year. 


ft) The undersigned shall reimburse 
you for all expenses (including New York 
and Federal taxes and other governmental 
charges) incurred by you in vonnection with 
your duties hereunder and shall indemnif 
ou and save you harmless against any and 
a liabilities, costs, and expenses, in- 
cluding counsel fees, for anything done or 
omitted by you in the performance of this 


Agreement, except as a result of your own 
negligence or bad faith. 


5. This Agreement shall br « istrued in accordance 
with and governed by the law of the State of New York and shall 
be binding upon you and the Depositor and your and its respec- 
tive successors and assigns; proviued that any assignment or 


Se -3- 


transfer by the Depositor or Second Party of its rights under 
this Agreement or with respect to the Fund shall be void as 
against you unless (i) written notice thereof shall be given 
to you, (ii) the assignee or transferee shall agree in writing 
to be bound by the provisions of the Agreement, and (iii) you 
and the other Party shall have consented to such assignment or 
transfer. 


If the foregoing Agreement is satisfactory to you, 
please so indicate by signing at the place proviaed below. 


Agreed to by H. KOHNSTAMH & COMPANY, INC. 


By: foul 4 Krewe oreo Core 


’ 


Agreed to by BANKERS TRUST COMPANY 


"UNITED STATES DISTRICT COURT 
| SOUTHERN DISTRICT OF NEW YORK 
: er eave ene ae ne 1m 080-0 10 me Ong SOF’ ERED. SERRE ERED EE aN eT woe X 
'WARNER-.*ENKINSON COMPANY, : 


t 


; 
; 
‘ 


Plaintiff, 3 


iy ° 
i a_LIED CHEMICAL CORPORATION, 


Vv. 3 


CIVIL ACTION 
Defendant. 


NO. 


‘Ww. KOHNSTAMM & COMPANY, INC., 
Plaintiff, Intervenor, 

Ve 
i ALLIED CHEMICAL CORPORATION, 


Defendant. 


AFFIDAVIT OF PAUL LEMPEL IN SUPPORT 
OF ORDER: TO SHOW CAUSE 


LD 


STATE OF NEW YORK ) 
COUNTY OF NEW YORK ) 


naan 


PAUL LEMPEL being duly sworn deposes and says that: 
1. He is a member of the firm of Kenyon & Kenyon 
Reilly Carr & Chapin, and is an attorney for plaintiffs in this 


action. He is a member of the Bar of this Court. 


2. He makes this Affidavit in support of the entry 


of the accompanying Order To Show Cause for an order approving the 


eT AS TS 


Escrow Agreements appended to the proposed Order; ordering that, 


<n eee em agen nee ote eae mR oe 
. 


1 nee 


| during the pendency of this action, plaintiffs shall deposit 


ee SE Se 


» 
‘ 
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| 
royalties under their respective License Agreements with defendant, 


Allied Chemical Corporation, dated as of March 1, 1975, for United 
States Patent Nos. 3,519,617 and 3,640,733 in escrow, in accor- 
dance with said Escrow Agreements; and, ordering that during the ; 
pendency of this action such deposits in escrow shall be in full 

performance of plaintiffs’ royalty obligations under said License 


Agreements. 


3. Good and sufficient cause for the entry of this 


Order To Show Cause is demonstrated by the following: 


(a) Plaintiffs are licensees under United States 
Patent Nos. 3,519,617 and 3,733,640 assigned to 


d@efendant-licensor, Allied Chemical Corporation. 


Plaintiffs have this date filed a Civil Action 
in this Court seeking a declaration that said 
licensed patents arg invalid, not infringed and 
unenforceable, and for other relief affecting 
the relationship of the parties with respect to 


the said patents. 


Plaintiffs' Complaint alleges, inter alia: 


(4) That Allied asserts that its said patents 
claim the food, drug and cosmetic color 
additive F.D. & C. Red No. 40, 


That plaintiffs make, use and sell F.D. & C 
Red No. 40, and that said color additive is 
the sole commercially practicable red color 
additive suitable for general use in foods, 


drugs and cosmetics permitted for use in the 


United States by the Food and Drug Adminis- 
tration and for which no reasonably inter- 
changeable and federally approved substitute 


yet exists. 


That to continue in their present businesses 


plaintiffs must supply such color to their 


ee = eerenne see ree | eR So See me 
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customers. 


That said patents are invalid, unenforceable, 
‘not infringed and misused for reasons alleged 


in the Complaint. 


That during the pendency of the action plain- 
tiffs will continue to perfor under the 
license agreements, and royalties that may be 
Aue will be delivered in escrow, subject to 
this Court's approval. Further, plaintiffs 
moved and herein do move this Court to approve 
the escrow arrangements for the pendency of 


this litigation. 


4. Deposit of royalties that may be due into an escrow, 


, fund subject to the control of the Court will preserve plaintiffs’ | 


| rights not to pay royalties under invalid patents and will main- 

j tain the status quo pending the determination of the invalidity 

‘of the said patents. The aforeseié escrow arrangements are 

| proper in view of the public policy considerations set out in 
i Lear, Inc. 7. Adkins, 395 U.S. 693 (1969) and such procedure 


| authorized by subsequent judicial authority. 


we 5, Insufficient time exists to bring this motion by 


the customary procedure because: 


(a) Royalties under the license agreements are due 
on June 30, 1976 and the approval of the escrow 
arrangements by this Court is required by that 
date in order to protect plaintiffs’ right to 
proceed with this action without fear that the 


license agreements can or will be terminated. 


This litigation was not filed earlier because 
plaintiff, Warner-Jenkinson Company, had sought 
to negotiate with defendant, Allied Chemical 
Corporation, concerning its license and alleged 
petent rights. This was an attempt to resolve 
the controversy between the parties without the 
need for the filing of this civil action. Such 
attempted negotiations were unsuccessful. This 
suit was commenced upon the completion of the 
attempted negotiations and after the completion 
of negotiation with the proposed escrow agent 


regarding the terms of the escrow agreement. 
S$. No prior application for this relief has been made. 


Further Affiant sayeth not. 


' New York, New York 
June? wv, 1976. 


! Sworn to and subscribed before 
me this 32°" day of June, 1976. 


| 
| 
| 
! 
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Stam, 
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being first duly sworn, deposes 
of Kenyon & Kenyon Reilly Carr 


& Chapin, Solicitors and of counsel for Plount FFs, Warner -Tenkinse anck H. Kom 
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State of New ‘Jerk 
City and County of New York 
herein; tha: on the 2 
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UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


WARNER-JENKINSON COMPANY and 8 
H. KOHNSTAMM & COMPANY, INC., 
: 


Plaintiffs, 8 Civil Action No. 
Vv. 3 76 Cav. 2744 (MEF) 
ALLIED CHEMICAL CORPORATION, g 
Defendant. 8 


oeeeeeeaecaece<aeeeeeeeee -% 


NOTICE OF MOTION 


fo: Francis T. Carr, Esq. .. 
Paul Lempel, Esq. 
Edwin Baranowski, 
Kenyon & Kenyon Reilly Carr & Chapin 
59 Maiden Lane 
New York, New York 10038 
Tel. 212-425-7200 


Attorneys for Plaintiffs 


PLEASE TAKE NOTICE that, at 10:30 A.M. om August 11, antes 
or as soon thereafter as counsel] may te heard, defendant will bring’ 
the annexed motion to dismiss the complaint on for hearing before 
the Honorable Marvin E. Frankel, United States District Judge, 
United States Courthouse, Foley Square, New York, New Yor. 


rd 


. : PISH & NEAVE 


July 28, 1976. ye 
; | ay 
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ee for Defendant 
77 Park Avenue 
OP COUNSEL: New York, New York 10017 


William K. Kerr Tel. 212-826-1050 


John E. Nathan 
Hugh C. Barrett 
Fish & Neave 
277 Park Avenue 
New York, New York 10017 
Tel. 212-826-1050 


a ee 


Roy H. Massengill 
Jay P. Friedenson 
Allied Chemical Corporation 


P.O. Box 1057R 
Morristown, New Jersey 07960 2B 
Tel. 201-455-5127 


NITED STATES DISTRICT COURT 
SOUTHERN DISTRICT CP NEW YORK 


I RONSTAMN € COMPANY, INC. 
Plaintiffs, 
Ve 
ALLIED CHEMICAL CORPORATION, 
Defendant. 


Civil Action No. 
76 Civ. 274° 


DEFENDANT'S RULE 12(b) (1) MOTION 
TO DISMISS THE COMPLAINT 


Defendant Allied Chemical Corporation hereby moves this 
Court to dismiss the complaint pursuant to Rule 12(b) (1), F.R. Civ.P. 
The ground for this motion, as more fully set forth in 
the accompanying memorandum and affidavit, is that this Court lacks: 


jurisdiction over the subject matter of this action. 


Defendant requests that oral argument on this motion be 


heard concurrently with oral argument on plaintiffs’ pending appli-: 
cation for an order authorizing plaintiffs to deposit royalties in © 


escrow during the pendency of this action, now set for hearing at 


10:30 A.M. on August 11, 1976, because common issues are raised by 


defendant's motion and plaintiffs’ application. 


July 28, 1976. 


OF COUNSEL: 


William K. Kerr 
John E. Nathan 
Hugh C. Barrett 
Pish & Neave 
277 Park Avenue 
New York, New York 10017 
Tel. 212-826-1050 


Roy H. Massengill 

Jay P. Friedenson 
Allied Chemical Corporation 
P.O. Box 1057R 
Morristown, New Jersey 07960 
fel. 201-455-5127 


FISE & NEAVE 


By 


e 7, re 
Attorneys for Defendant 


277 Park Avenue 
New York, New York 10017 
Tel. 212-826-1050 
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76 Civ. 2744 (MEF) 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


— ae. 


WARNER-JENKINSON COMPANY and 
H. KONNSTAMM & COMPANY, INC., 


Plaintiffs, 
Vv. 
ALLIED CHEMICAL CORPORATION ; 


Defendant. 
ee eee 


NOTICE OF MOTION AND 


DEFENDANT'S RULE 12(b) (1) MOTION 
TO DISMISS THE COMPLAINT 


FISH & NEAVE 
277 PARK AVENUE 
NEW YORK, N. ¥. 10017 
Tt. (212) 826-1050 
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Cerhficak of Service 


£ hereby ste under penalty of per{urg that fue (2) 
deaphes BRIEF FOR PLAIN TIFFS - APPE LLANTS and one. C1) 
copy of APPENDIX TO THE BRIEFS Was personally 


. served 
rg corn een F Neave, A Hor neus few Appellee Allied Chem 

Corporation, by Aarvets of pork copies to the fees 

Eish & Neawe O14 Pack Quenaue Mow Ucrh , New York [Oo /;F% 

yhes DRA Aa af October es ae Ce id i at P.™. 


Bernard. Sesadner 


